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Abstract 
The role of a director is to provide oversight of the organisation’s activities and 
protect the interests of the community they serve. In fulfilling this role board 
directors are entrusted to make decisions that shape the impact, standing and 
sustainability of their organisations. Central to this role is a director’s ability to read, 
interpret and use financial information when making decisions (McRobert & 
Hoffman, 2010). The Financial Reporting Council’s 2012 Director Financial 
Literacy Survey revealed that directors and accounting professionals in Australia 
perceive director financial literacy to be deficient.   
In response to these high profile corporate governance scandals there has 
emerged a great deal of scholarly research and debate about how to predict and 
prevent future scandals and losses.  Yet despite the centrality of director financial 
literacy to the duty of due care and diligence and perceptions that director financial 
literacy in Australia is lacking, practitioners and scholars have yet to clearly define or 
provide evidence-based reliable measures of director financial literacy (Carcello, 
Hermanson, & Ye, 2011; Giacomino, Akers, & Wall, 2009). This is a significant gap 
given it is the directors, individually and collectively as the board, who are ultimately 
responsible for each organisation's finances and instrumental in the success or 
otherwise of an organisation (Jeanjean & Stolowy, 2009). 
The purpose of this research was to address this gap in the Australian context 
through an exploratory study that identifies the minimum conceptual and applied 
financial capability required for each individual director to do board work. To 
achieve this purpose a Delphi study involving 39 experts in boards, accounting and 
director education were recruited from all sectors through purposive snowball 
sampling.  
Over three successive rounds the Delphi study explored expert perceptions of 
director financial literacy while progressively moving toward a moderated consensus 
on the minimum financial capability required of each individual board director. All 
three rounds involved distributing an online questionnaire to each participant.  The 
response rate increased from 80% in round one to 85% in round three. At the 
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completion of each round, the responses were de-identified, collated and distributed 
back to participants for review, reflection and feedback. The results of each round 
were also used to formulate the questionnaire for the next round. The rounds 
continued until an acceptable level of agreement had been reached. Questionnaires 
move from open-ended questions requiring qualitative data analysis techniques 
through to closed questions requiring quantitative data analysis to determine the level 
of agreement within the panel. As such, it is mixed method research.  
At the conclusion of the Delphi study it was found that director financial 
literacy involves more than being able to ‘read and understand’ financial statements. 
Rather, it is a multi-dimensional construct that encompasses capabilities in analysis 
and evaluation that are largely directed at meeting legal requirements around 
solvency and directors’ duties. Over the three successive rounds a foundation level 
competence framework and concept map for director financial literacy was 
iteratively developed.  
The findings of this research contribute to the academic literature on board 
competence by resolving some of the conceptual uncertainty currently hampering 
scholarly advancement in this area (Coates, Marais, & Weil, 2007; Financial 
Reporting Council, 2012; Giacomino, Akers, et al., 2009; Vinnari & Näsi, 2013) and 
completing an important and necessary step toward developing a reliable and direct 
measure of how well each individual director is able to apply their financial 
capability to board work. The significance of this research is that establishing a 
director financial literacy competency framework could potentially help regulators to 
codify and verify director financial literacy and support director education and 
development programs by highlighting whether and in which areas current and 
potential directors might need further financial education and development. 
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1.1 INTRODUCTION 
In recent decades high profile corporate governance scandals have triggered 
much debate, reform and research associated with predicting and preventing future 
scandals (Cohen, Krishnamoorthy & Wright, 2002; Dezoort, Hermanson, 
Archambeault & Reed 2002; Giacomino, Akers et al., 2009). Emerging from this 
activity is recognition that individual director financial literacy is a core capability 
required of each director. Nonetheless, there has been very little practical or 
theoretical guidance on what exactly this capability involves other than being able to 
‘read and understand financial statements’ (McDaniel, Martin, & Maines, 2002; 
Vinnari & Näsi, 2013). 
The purpose of this thesis is to unpack and explore the notion of director 
financial literacy so it may be more accurately conceptualised and measured. Until 
the conceptualisation of director financial literacy is clearer it is difficult to 
accurately and reliably verify the extent to which directors are actually financially 
competent and whether financial capability does influence performance at the 
individual, board and organisational levels.  
The genesis of this study is in the practical responses to significant corporate 
governance scandals and associated scholarly analysis and debate on the role, 
composition and capability of boards of directors. This chapter begins with an 
overview of the practical context in which practitioner literature and scholarly 
literature on director financial capability has emerged. It then considers the practical 
and theoretical significance of this thesis and provides an overview of the research 
conducted and structure of this thesis. It closes with a discussion of the limitations 
and conclusion of this thesis. 
1.2 RESPONSES TO CORPORATE GOVERNANCE SCANDALS 
Interest in the financial aspects of corporate governance emerged in the US 
following a succession of audit failures. In the late 1980’s to early 1990’s the 
Treadway Commission and the Public Oversight Board (POB) urged officials to 
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mandate audit committee membership to be comprised of independent members and 
financial experts. No formal action was taken, however, until the mid-1990’s when a 
rapid increase in litigation involving financial reporting misstatements prompted the 
formation of the Blue Ribbon Committee on Improving the Effectiveness of 
Corporate Audit Committees (BRC) (Cunningham, 2008; Munro & Buckby, 2008). 
The scope of the BRC’s recommendations was limited to audit committees as a 
primary structural mechanism for the financial governance of listed entities (BRC, 
1999). Strengthening the financial capability of audit committee members was 
included in the BRC’s third recommendation. The motivation for this 
recommendation was recognition that accounting and auditing matters reviewed by 
audit committees were increasingly complex. Thus, audit committee effectiveness 
directly depended on the financial competence of its members (Abbott, Parker, & 
Peters, 2004; Rose & Rose, 2008). 
From the BRC’s perspective to be regarded as a financial expert an individual 
needed to demonstrate they had professional experience or qualifications in finance 
or accounting. The BRC’s recommendations included a provision in which members 
of the audit committee who were not financially literate at the time of joining the 
committee should become financially literate. To distinguish director financial 
literacy from financial expertise the BRC report also defined director financial 
literacy as having “the ability to read and understand fundamental financial 
statements, including a company's balance sheet, income statement, and cash flow 
statement” (BRC, 1999, p. 26).  
Stock exchanges, including the NYSE and NASDAQ, adopted the BRC’s 
recommendations into their respective rules, requiring each audit committee to be 
comprised of financially literate members and at least one financial expert. Statutory 
reform in the United States was protracted until the dramatic collapse of Enron 
provided an impetus for change (Agrawal & Chadha, 2005; Cunningham, 2008; 
Munro & Buckby, 2008; Vinnari & Näsi, 2013). 
The centrepiece of reform was Sarbanes-Oxley Act 2002 (SOX). This statute 
was the final product of a highly politicised process which diluted the 
recommendations of the BRC to require the inclusion of a minimum of one financial 
expert (Section 407) (Agrawal & Chadha, 2005; Cunningham, 2008; Munro & 
Buckby, 2008; Vinnari & Näsi, 2013). As the regulator of SOX the Security and 
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Exchange Commission (SEC) defined financial expertise largely in the terms 
outlined in the BRC report (Vinnari & Näsi, 2013). The corporate governance 
responsibilities and standards contained in SOX became a yardstick for statutory 
reform in other jurisdictions, including Australia (Munro & Buckby, 2008; Vinnari & 
Näsi, 2013).  
1.2.1 Statutory requirements in Australia 
The timing and nature of corporate governance reforms in Australia from the 
1990’s through to early 2000’s were influenced by several high profile corporate 
governance scandals, including the National Safety Council, HIH and One.tel. More 
recent scandals such as the Hardie (ASIC v Macdonald [2009] 11 NSWSC 287) and 
Centro (ASIC v Healey & Ors [2011] FCA 717) cases have also heightened public 
interest in whether and how individual directors discharge their duties.  While 
diligence and integrity were central to the Hardie and Centro cases, these cases also 
reinforced the need for each individual director to have a fundamental financial 
capability (Centro) and understanding the adequacy of funding compensation 
(Hardie).  The engagement of individual directors in approving the annual financial 
reports provided a readily observable platform for making judgements about the 
adequacy of individual director diligence and capability. 
Corporate governance reform in Australia is a complex mix of statutes, 
regulation, common law and listing rules such as those issued by the ASX. While in 
principle these reforms share many similarities, they differ in the depth of detail and 
direction when dealing with the financial capability required of individual directors. 
Corporations 
The directors of the 2 million plus entities registered with ASIC are required to 
comply with the relevant provisions of the Corporations Act (Cth) 2001, including 
the duty to act with reasonable due care and diligence (s. 180) and various provisions 
relating to financial reporting (ASIC, 2014a). Under the Corporations Act 2001 
reporting entities are required to submit a suite of documents, which together, form 
the financial report (Table 1-1). 
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Table 1-1: Components of financial reports required under the Corporations Act 2001 (ASIC, No 
date) 
Document 
Section of the 
Corporations Act 
Statement of financial position as at the end of the year (if consolidated accounts are  
not required by Accounting Standards) 
295(2) & 296(1) 
Statement of comprehensive income for the year (if consolidated accounts are not  
required by Accounting Standards) 
295(2) & 296(1) 
Statement of cash flows for the year (if consolidated accounts are not required by  
Accounting Standards) 
295(2) & 296(1) 
Statement of changes in equity if consolidated accounts are not required by  
Accounting Standards) 
295(2) & 296(1) 
Consolidated financial statements, if required by accounting standards– which may 
include parent entity financial information where [CO10/654] conditions are met.  
295(2) & 296(1) 
Notes to financial statements (disclosure required by the regulations, notes required  by 
the accounting standards, and any other information necessary to give a true and  fair 
view) 
295(3) 
Directors' declaration that the financial statements comply with accounting standards,  
give a true and fair view, there are reasonable grounds to believe the  
company/scheme/entity will be able to pay its debts, the financial statements have  been 
made in accordance with the Corporations Act 
295(4) 
Directors' report 298-300A 
Auditor's report, including the auditor's independence declaration 301 & 308 
 
Listed companies are also required under Listing Rule 4.10.3 to benchmark 
their practices against the ASX Corporate Governance Council’s Corporate 
Governance Principles and Recommendations.  The current guidelines encourage 
boards to include directors with the appropriate skills and commitment to enable it to 
add value to the organisation it serves. The 2010 edition of the ASX Corporate 
Governance Council’s Corporate Governance Principles and Recommendations 
adopted the conventional definition of director financial literacy as being “able to 
read and understand financial statements” (ASX Corporate Governance Council, 
2010, p. 27).  A director with financial expertise (a financial expert) was defined as 
being “a qualified accountant or other financial professional with experience of 
financial and accounting matters” (ASX Corporate Governance Council, 2010, p. 
27). 
An important obligation of all directors in Australia is to prevent insolvent 
trading. For directors operating under the Corporations Act 2001 this obligation 
includes a declaration of their opinion on the solvency of the entity they serve [s.301 
(5)]. Forming such an opinion relies on each director having an understanding of the 
concepts and processes underpinning solvency. ASIC explains that through the 
provision of financial reports financially literate directors can act as “important 
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gatekeepers in the financial system” (ASIC, 2014c, p. 4). In focusing on financial 
reporting quality, ASIC frames director financial literacy as an applied knowledge of 
accounting including an understanding of “financial reporting, financial products or 
instruments, financial assessments for capital and funding decisions, financial 
processes and controls, and how decisions can impact on the future financial health 
of a company” (ASIC, 2014c, p. 4). 
Charities 
The financial reporting requirements for charities under the Australian 
Charities and Not-for-profits Commission (ACNC) are similar to those required 
under the Corporations Act 2001.  The key difference is that these duties include an 
explicit requirement for directors of charities to “ensure the responsible management 
of the charity’s finances’ and ‘have an adequate understanding of solvency so they 
can monitor it” (s. 45.25 of the Australian Charities and Not-for-profits Commission 
Regulation (Cth) 2013) (ACNC Act). The ongoing regulation of directors and 
financial reporting for charities may change soon, however, as the Federal 
Government proposes to repeal the ACNC Act and revert to regulation through ASIC 
and other State and Territory regulators. Irrespective of the specific statutory 
requirements, under common law directors are obliged to be financially literate. 
1.2.2 Common law 
Within Australia courts have imposed an objective standard of skill for all 
directors in relation to financial literacy. 
[A] director is obliged to inform himself or herself as to the financial affairs 
of the company to the extent necessary to form each year the opinion of 
solvency required for the directors statement under s 295(4), and they cannot 
avoid liability by claiming that they had never learned to read financial 
statements: Statewide Tobacco Services v Morley (1990) 2 ACSR 405; 8 
ACLC 827 affirmed [1993] 1 VR 423; (1992) 8 ACSR 305; 10 ACLC 1233; 
Commonwealth Bank of Australia v Friedrich [(1991) 5 ACSR 115; 9 
ACLC 946]…at ACSR 125; at ACLC 955  
(Austin, Ramsay, & Ford, 2010, p. para [8.340]) 
More recently, Centro stressed the significant oversight role directors perform and 
what is expected of directors when approving financial statements. Underpinning 
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Centro were the legal requirements for the board to monitor and approve, rather than 
provide advice and direct companies. 
The case law indicates that there is a core, irreducible requirement of 
directors to be involved in the management of the company and to take all 
reasonable steps to be in a position to guide and monitor. There is a 
responsibility to read, understand and focus upon the contents of those 
reports which the law imposes a responsibility to approve and adopt.  
(ASIC v Healey & Ors [2011] FCA 717 [16]) 
Monitoring was the only question Justice Middleton had to consider. He 
determined that the directors had failed to take all reasonable steps necessary for 
ensuring Centro complied with fundamental accounting standards and reporting 
obligations (Table 1-1). 
These failures also meant that each of the directors had breached their duty of 
due care and diligence as outlined in the Corporations Act (s. 180(1)). When 
considering the director’s legal obligations for monitoring and approving financial 
statements Justice Middleton took into account three factors. Firstly, he considered 
what each of the directors knew about Centro’s finances. Secondly, he considered 
what they should have known to fulfil their duties; and finally he considered how 
they should have kept informed of the organisation’s financial state. Thus, he 
concluded that each of the directors should have had the ability to (1) read and 
understand financial information, (2) apply a questioning mind to critically analyse 
and evaluate the information provided to them, and (3) independently form an 
opinion on the organisation’s finances and the accuracy of financial reports (Baxt & 
Australian Institute of Company Directors, 2012; Hill, 2012).   
A distinct feature of Centro was that each of the directors were found to be 
“intelligent and sufficiently financially literate” (ASIC v Healey & Ors [2011] FCA 
717 [566]). Diligence rather than capability was, therefore, the key issue of concern 
in Centro. Nonetheless, public and practitioner scrutiny of Centro raised questions 
about whether directors in Australia have the financial capability required to perform 
their duties and generated a strong sense of urgency in clarifying and verifying this 
capability. The Financial Reporting Council 2012 director financial literacy survey 
is a case in point.  
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1.2.3 Financial Reporting Council (FRC) 2012 director financial literacy survey 
Concerned that the level of director financial literacy may not be sufficient for 
reading and understanding financial statements, the FRC established the Board 
Education Task Force to consider how director financial literacy could be improved 
(Financial Reporting Council, 2011a, 2011b). Given the paucity of data on director 
financial literacy, the Task Force conducted a nation-wide survey of directors, 
accountants, auditors and actuaries to canvas their views on the level of director 
financial literacy in Australia. The survey did not directly assess director financial 
literacy, but it did gauge perceptions of director financial literacy (Financial 
Reporting Council, 2011a).  The survey was designed by the FRC in consultation 
with representatives from regulators (including ASIC and the ASX), and peak 
professional bodies in accounting and corporate governance (including CPA 
Australia Australia and the Australian Institute of Company Directors (AICD). The 
survey asked respondents to either rate how well directors typically understood 28 
items on a five-point scale ranging from excellent to poor. Twelve items covered 
broad and basic aspects of financial reporting such as  the purpose of financial 
statements and the meaning of true and fair view. Sixteen items covered more 
technical aspects of financial reporting such as fair value measurement and 
contingent assets and liabilities (Financial Reporting Council, 2012) 
Some 385 responses (210 directors and 175 financial professionals) covering 
all sectors were submitted (Financial Reporting Council, 2011a, 2014). Evident in 
the results was a divergence of views across the expert domains over the extent of 
director financial capability. While directors tended to rate their own level of 
financial capability slightly above that of their colleagues; financial professionals, 
tended to rate the financial capability of directors at a lower level (Financial 
Reporting Council, 2012).  
The results also indicated that directors were generally concerned about the 
growing complexity of accounting standards and the level of financial capability they 
needed to fulfil their duties, particularly in relation to approving the annual financial 
statements. Maintaining financial capability was identified as an ongoing challenge 
for directors. Centro had prompted some respondents to raise concerns about the 
level of financial capability expected of each individual director. Respondents also 
expressed concern about the lack of direct evidence and assurance that all directors 
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have sufficient capability to discharge their fundamental duties and suggested 
establishing mechanisms to directly verify the financial capability of directors 
(Financial Reporting Council, 2012, 2013). 
In 2014 a joint working party comprised of representatives from ASIC, 
Australian Institute of Company Directors (AICD), CPA Australia, the Institute of 
Chartered Accountants Australia and New Zealand (ICAANZ) and the Institute of 
Public Accountants (IPA) launched the Financial Reporting Quiz for Directors (the 
quiz). The quiz is a free online multiple choice questionnaire consisting of ten 
questions. The items included in the quiz were derived from the findings of FRC’s 
survey and recent common law cases relating to directors' responsibilities and 
financial reporting. Although one of the stated aims of the quiz is “to provide a self 
awareness of general competence relating to financial reporting requirements” 
(ASIC, 2014b) its content is limited to technical aspects of financial reporting by 
Australian incorporated companies. As such, the quiz does not provide a means for 
directly measuring the most fundamental financial capability required of individual 
directors working in any context, including nonprofit organisations and the public 
sector.  
1.2.4 Conclusion 
In the aftermath of well-known corporate scandals (e.g. Enron, HIH, James 
Hardie, Centro and ABC Learning Centres) the influence of director financial 
capability on the integrity of financial reporting and oversight has emerged as an 
important area of concern shared by regulators and practitioners. Such concern has 
indicated that director capability and the legal duty of due care and diligence are 
linked and required of all directors, not just those serving on the boards of listed 
companies (ASIC, 2014c; Golding, 2012; Hill, 2012, 2013; McRobert, 2014; 
McRobert & Hoffman, 2010; Sharp, 2012). This study seeks to shed further light on 
specifc capability required of financially literatre directors. 
1.3 PRACTICAL SIGNIFICANCE 
Directors play a fundamental and instrumental role in the governance of the 
modern corporation. Collectively the board is a critical internal control mechanism 
for assuring management is acting in the best interests of the community they serve 
(Johnson, Daily, & Ellstrand, 1996; Zahra & Pearce, 1989). The normative literature 
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recognizes the important contribution individual directors play in enabling board 
oversight of their organisation’s finances (ASIC, 1992, 2014c, No date). In this 
context directors are entrusted to make decisions that influence the impact, reputation 
and sustainability of their organisations. Having the ability to read, interpret and 
apply financial information when making decisions underpins director and board 
performance. Yet the perceived passivity and inability of boards of directors to 
prevent economically significant corporate scandals (e.g. Enron, HIH, James Hardie, 
Centro and ABC Learning Centres) has raised questions about the extent to which 
individual directors fulfil their duties and revealed the difficulty many directors 
without financial expertise experience in grasping basic accounting concepts and 
principles (Financial Reporting Council, 2013; McRobert, 2014; McRobert & 
Hoffman, 2010). Yet the practical ambiguity of what specific capability constitutes 
being able ‘read and understand’ financial statements and what each individual 
director must know and be able to do remains a significant barrier to determining the 
extent to which directors have the financial capability to do board work.  
The practical significance of this thesis is that provides a conceptual 
framework for defining and measuring director financial literacy in Australia. Given 
the assumed relationship between director financial literacy and governance failures, 
direct, accurate and reliable measures of director financial literacy could potentially 
help (i) regulators to codify and verify director financial literacy and (ii) support 
director education and development programs by highlighting whether and in which 
areas current and potential directors need further financial training. By identifying 
the minimum critical financial concepts directors need to understand to do board 
work this research helps to focus such an endeavour. 
1.4 SCHOLARLY LITERATURE 
Despite the practical significance of director financial literacy surprisingly few 
scholarly studies have directly explored this topic in-depth. So far most research has 
involved applying quantitative methods to identify relationships between director 
financial capability and corporate performance in publicly listed North American 
corporations (Abernathy, Herrmann, Kang, & Krishnan, 2012; Agrawal & Chadha, 
2005; Güner, Malmendier, & Tate, 2008; Sultanaa & Van der Zahn, 2013). To date 
research findings have produced mixed results. Generally, however, there is a 
tendency in the literature towards a positive impact of audit committee financial 
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capability on corporate governance and financial performance measures (Coates et 
al., 2007; Kelly & Dimovski, 2012; Visvanathan & Krishnan, 2008). 
Also problematic is the definitional ambiguity and associated measurement 
issues experienced in the practitioner context. Scholarly studies have measured 
financial capability using a variety of definitions derived from stock exchanges 
(Gendron, Bedard, & Gosselin, 2004; Sultanaa & Van der Zahn, 2013), regulators 
(DeFond, Hann, & Hu, 2005; Visvanathan & Krishnan, 2008) and inquiries (Jeanjean 
& Stolowy, 2009). In line with the practitioner literature, scholarly studies have also 
divided financial capability into two broad levels. Firstly, ‘financial experts’ 
comprised of those with qualifications and professional experience in finance or 
related areas. And secondly, ‘financial literates’ comprised of those who do not have 
qualifications or experience in finance or related areas but are expected to be able to 
‘read and understand’ financial statements (McDaniel et al., 2002; Vinnari & Näsi, 
2013). Further uncertainty arises where notable studies have used the term ‘financial 
literacy’ to describe what other studies recognise as ‘financial expertise’ (Coates et 
al., 2007; Giacomino, Akers, et al., 2009; Giacomino, Wall, & Akers, 2009). The 
terms ‘financial literacy’ and ‘financial expertise’ have also been challenged as 
predominantly concerned with accounting rather than broader financial capabilities 
such as investment and banking (Coates et al., 2007; Giacomino, Akers, et al., 2009; 
Giacomino, Wall, et al., 2009).  
Reliance on a variety of contested and inferred measures of competence and 
the limited data used in archival studies have been attributed as underlying flaws in 
the conceptualisation and operationalization of director financial literacy and 
hindered the comparability of studies (Carcello et al., 2011; Rose & Rose, 2008; 
Vinnari & Näsi, 2013) A key conceptual challenge facing the field is, therefore, how 
do we know what specific financial capability is necessary for each individual 
director to fulfil their duties; and how can this financial capability be verified? 
Although mixed views exist on what constitutes director financial literacy, scholars, 
regulators and practitioners agree that director financial literacy needs to be better 
defined, measured, and monitored (Coates et al., 2007; Financial Reporting Council, 
2012; Giacomino, Akers, et al., 2009; Giacomino, Wall, et al., 2009; Rose & Rose, 
2008; Vinnari & Näsi, 2013; Weil, Coates, & Laurentius, 2006). This research seeks 
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to investigate the conceptualisation, operationalisation and measurement of director 
financial literacy in the Australian context.  
1.5 THEORETICAL SIGNIFICANCE 
The theoretical significance of my research is that by exploring in-depth what it 
means for a director to be financially literate I hope to resolve some of the 
definitional ambiguity currently hampering scholarly advancement in this area 
(Coates et al., 2007; Financial Reporting Council, 2012; Giacomino, Akers, et al., 
2009; Giacomino, Wall, et al., 2009; Vinnari & Näsi, 2013). Unpacking ‘director 
financial literacy’ is an important and necessary step toward developing a valid, 
reliable and direct measure of how competently each individual director is can apply 
their financial capability to board work. Such a measure may provide a stronger basis 
for conducting further scholarly investigations into the influence of director financial 
literacy on corporate governance and performance outcomes.  
1.6 RESEARCH PROBLEM 
Weaknesses in the conceptualisation and measurement of director financial 
literacy are a fundamental barrier to progressing research in this area. This is the 
overarching research problem to be addressed in this thesis. These weaknesses relate 
to underlying conceptual, measurement and practical issues (Table 1-2) and form the 
basis for developing tentative research questions for guiding the literature review 
presented in Chapter 2.  
Firstly, framing director financial literacy as being primarily linked to broadly 
framed legal duties and responsibilities has essentially limited the scope of financial 
capability to that necessary to support the boards’ control role, particularly 
monitoring management. This has generated a conceptual problem relating to the 
boundaries and focus of director financial literacy. Secondly, divergent views on 
what specifically directors must know to be financially literate which in the absence 
of a clear, meaningful and agreed definition has generated a measurement problem. 
And finally, the lack of valid, reliable and direct measures of director financial 
literacy makes it very difficult (if possible at all) to verify the actual capability of 
directors. Thus a practical problem has also emerged.  
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Table 1-2: Key conceptual, measurement and practical issues within the practitioner and scholarly literature 
Category Issues Gaps Tentative questions 
Conceptual The predominant definition of director financial literacy (the ability to ‘read and understand financial 
statements’) is very broad and leaves much discretion for interpretation and application (Abbott et al., 
2002; Giacomino, Wall, et al., 2009). 
Legal and regulatory definitions are based on the predominant definition and have been weakened further 
through the processes of consultation, advocacy and the exercise of power (Vinnari & Näsi, 2013). 
Scholars and practitioners indicate that a fundamental level of director financial literacy exists and is 
applicable to all directors. They also, however, recognise that contextual factors may influence the specific 
knowledge and skills required of each director (Financial Reporting Council, 2012; Giacomino, Akers, et 
al., 2009; Vinnari & Näsi, 2013). 
The dominance of agency theory and fiduciary duties in the articulation of director financial literacy has 
meant that it has been widely perceived as a capability to exclusively support the performance of board 
control over management. Yet broader research on director financial capability suggests this capability 
may support multiple roles (Jeanjean & Stolowy, 2009). 
1. It is not clear what director 
financial literacy means, what 
purpose it serves and broadly 
what knowledge domains it 
covers.  
2. It is not clear whether 
director financial literacy is a 
universal capability. 
1. How should 
director financial 
literacy be framed? 
Measurement In the absence of an agreed and specific conceptualisation of director financial capability most studies on 
expertise have inferred capability from demographic characteristics and perceptions. These measures, 
however, don’t ascertain whether a director actually has the requisite knowledge and skills (Carcello et al., 
2011). 
Measures have focussed on director financial literacy in the context of audit committees rather than 
boards, where a broader range of roles, decisions and arguably capabilities is required (Carcello et al., 
2011). 
Existing measures of director financial literacy share little in common indicating experts hold different 
views on what knowledge is required and should be tested Giacomino, Akers, et al., 2009). 
The literature, however, also indicates that director financial literacy is acquired and developed primarily 
through experience. Thus, it requires direct measurement (Vinnari & Näsi, 2013). 
3. It is not clear what specific 
technical knowledge or skills 
are required for each 
individual director to be 
financially literate.  
 
2. What concepts 
must directors 
understand to be 
financially literate? 
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Category Issues Gaps Tentative questions 
Practical Boards are difficult to observe (Minichilli, Zattoni, & Zona, 2009) and directors are reluctant to take tests 
of knowledge (Coates et al., 2007; Giacomino, Wall, et al., 2009). 
Successive studies have concluded that director financial literacy is lacking (Coates et al., 2007; 
Giacomino, Wall, et al, 2009; McDaniel et al., 2002; Vinnari & Näsi, 2013), but they don’t explain how it 
is lacking, how to address deficiencies, or whether it is actually a problem. 
Studies have also indicated that director financial literacy is acquired and developed primarily through 
experience rather than education (Abbott et al.; Vinnari & Näsi, 2013) but practical barriers influence the 
extent to which this occurs (Financial Reporting Council, 2012, 2013). 
Lack of assurance of current and required levels of financial literacy within boards was identified as an 
issue of concern by directors and accountants in the FRC 2012 Director Financial Literacy Survey. 
The vast majority of studies have viewed director financial literacy as a lower level capability. Some 
studies have suggested that it is a complementary capability (McDaniel et al., 2002), while others have 
indicated it is a subordinate capability (Rose & Rose, 2008). Thus, it is not clear how director financial 
literacy relates to other forms of financial capability, including financial expertise. This has implications 
for board design, creativity and efficiency (Minichilli, et al., 2009). 
4. In the absence of direct, 
accurate and reliable 
measures of director financial 
literacy, it is not clear how 
financial capability can be 
verified. 
5. It is also not clear what the 
capability boundaries are 
between director financial 
expertise, financial literacy or 
financial illiteracy. 
6. If director financial literacy is 
a capability that is primarily 
developed through 
experience, then the 
minimum level of capability 
required for novice directors 
is not clear. 
3. What are the 
indicators of 
director financial 
literacy? 
 
4. What are the 
indicators of 
director financial 
illiteracy? 
 
5. What is the 
minimum 
capability required 
of novice directors? 
 
6. What are the 
practical barriers 
affecting the 
development and 
maintenance of 
capability? 
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1.7 RESEARCH QUESTIONS 
The purpose of this study was to unpack and explore director financial literacy to 
provide a basis from which it can be more clearly and precisely conceptualised and reliably 
measured. To focus my research the following three research questions were developed to 
guide the design and conduct of this research.   
1. How do experts frame director financial literacy (RQ1); 
2. How do experts identify a financially literate director (RQ2); and 
3. Which are the central financial concepts for directors to understand (RQ3)? 
1.8 METHOD 
Director financial literacy is a nascent area of research. Its progress has been hampered 
by conceptual ambiguity and disagreement across expert domains over the specific financial 
capability that constitutes director financial literacy (Ahrens et al., 2014; Carcello et al., 
2011; Carcello et al., 2006; Coates et al., 2007; Jeanjean & Stolowy, 2009; McDaniel et al., 
2002; Vinnari & Näsi, 2013). To progress the research agenda this study will need to 
establish a consensus across expert domains on what it means for a director to be financially 
literate. To this end a Delphi study was selected as the most suitable means for achieving an 
agreed conceptual framework.  
A Delphi study “is a structured process for collecting and distilling knowledge from a 
group of experts by means of a series of questionnaires interspersed with controlled opinion 
feedback” Streveler (Streveler et al., 2011) et al., 2011, p. 970). Delphi studies have been 
successfully used to develop several other conceptual frameworks that have subsequently 
formed the basis for developing and applying director and reliable measures of domain 
specific knowledge and cognitive capabilities (Goldman et al., 2010; Osborne, Collins, 
Ratcliffe, Millar, & Duschl, 2003; Streveler et al., 2011).  By definition participation in 
Delphi studies is limited to experts. The method, therefore, does not depend on statistical 
methods for sampling. Rather, it is a group decision-making mechanism for experts with a 
deep understanding of the issue under investigation (Okoli & Pawlowski, 2004). Thirty-nine 
participants were recruited to the study using purposeful and snowball sampling. Participants 
broadly represented three main professions (accountants, board directors and educators) and 
three broad sectors (For-profit, non-profit and government).   
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The overall aim of the Delphi study was to progressively move toward a moderated 
consensus on how experts conceptualise and identify director financial literacy. A series of 
online questionnaires were distributed to participants over three successive rounds. At the 
completion of each round, the responses were de-identified, collated and distributed back to 
participants for review, reflection and feedback. The results of each round were used to 
develop the questionnaire for the next round. The rounds continued until an acceptable level 
of agreement had been reached. Questionnaires move from open-ended questions requiring 
qualitative data analysis techniques through to closed questions requiring quantitative data 
analysis to calculate the extent of agreement within the panel. As such, this Delphi study was 
mixed method research.  
A key advantage of the Delphi method is that it reduces bias stemming from individual 
experiences and expertise. It also minimises group effects such as dominant individuals while 
encouraging each participant to contribute their views. Participants remain anonymous to 
each other until the closure of the Delphi study. Members, however, have anonymous access 
to the contributions made by other members of the panel (Pickard & Childs, 2007). 
Delphi studies separate idea generation or exploration (round one) from evaluation and 
judgement (round two onwards). For this study the first questionnaire consisted of four open-
ended questions to encourage individual participants to brainstorm their views in narrative 
form on director financial literacy. Responses were analysed using open, axial and thematic 
coding techniques (Charmaz, 2006). Rounds two and three predominantly involved 
quantitative data collection and analysis. The codes developed from round one were applied 
to the qualitative data collected in rounds two and three. The quantitative data analysis 
included descriptive statistics and between groups analysis to gauge group effects such as 
expertise and experience on responses. Descriptive statistics were also used to determine the 
extent of data saturation and participant agreement on the issues considered by the panel, 
including the conceptual framework for director financial literacy. 
At the conclusion of each round a concept map of minimum financial capability 
required of each individual director working in any context was drafted. The concept maps 
documented the iterative development of the foundation level of financial capability that 
experts agreed comprised ‘director financial literacy’. At the completion of round one experts 
indicated that director financial literacy potentially included an understanding of 97 
transactional through to strategic level concepts. It was, however, limited to the sub-domain 
of accounting and excluded broader financial concepts such as those relating to investment 
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and forward projections. By the end of round three experts agreed that as minimum each 
director must be able to comprehend and connect at least 24 accounting concepts to reveal the 
‘financial story’ and make financial judgements, including solvency. While these concepts 
were basic, the cognitive skills required to apply these concepts to make board decisions were 
more advanced than what is implied by the phrase ‘read and understand’ that currently 
dominates the practitioner and scholarly literature.  
1.9 ORGANISATION OF THIS THESIS 
This chapter has established the legal and regulatory context that has prompted societal 
interest in director financial literacy. It demonstrated that while society expects directors to be 
financially literate in the boardroom there is very little guidance on what this capability 
involves and no means for directly and reliably verifying the actual capability of individual 
directors. It discussed the findings of FRC 2012 Director Financial Literacy Survey, which 
indicated that across all sectors director financial literacy may be lacking. It also 
demonstrated that financial experts and directors potentially hold different views on the levels 
of literacy required. The survey underscored the need to establish a means for directly 
verifying director capability.  The chapter closed with a discussion of how my study seeks to 
address this gap by establishing a conceptual framework for the minimal financial capability 
required of each individual director serving boards in any sector within Australia.  
The next chapter (Chapter 2) reviews the scholarly literature pertinent to understanding 
how director financial capability contributes to corporate governance and organisational 
performance.  The first section of this chapter positions director financial literacy within the 
literature on board roles. The next section reviews the literature that directly investigates the 
nature and impact of director financial capability on performance. The literature review 
reveals that the conceptualisation of director financial capability is weak, which presents 
challenges in measuring this capability. It also confirms there is limited research on the 
financial capability of individual board directors who are not financial experts (financial 
literates and financial illiterates). This study will establish a conceptual baseline that will 
enable empirical research on director financial literacy to progress.  
Chapter 3 outlines the research paradigm and design of the study. It explains the 
rationale guiding the selection of a Delphi study for unpacking and exploring the notion of 
director financial literacy. The data collection and analysis processes applied during the 
Delphi study are also presented. This chapter concludes with a discussion of the quality of the 
research design and how potential limitations have been addressed. 
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The data collection, results and analysis of each of the three Rounds of the Delphi study 
are presented in Chapters 4 to 6.  Chapter 4 presents the Round One exploratory study. 
Chapter 5 presents the Round Two evaluation study. While Chapter 6 presents the Round 
Three judgement study and the  rationale for closing the Delphi study at the conclusion of this 
round. 
The final chapter of this thesis (Chapter 7) connects the key issues emerging from the 
contextual overview in this chapter (Chapter 1); and the review of the scholarly literature 
(Chapter 2) to the findings from the Delphi study discussed in Chapters 4 to 6. It presents a 
conceptual framework comprised of 24 accounting concepts directors must understand if they 
are to monitor management and fulfil their director’s duties and obligations relating to 
solvency. It suggests that more precise conceptualisations of director financial literacy may 
involve re-labelling this capability as ‘director accounting literacy’. If, as this study suggests, 
these 24 concepts apply across all boards in Australia, then universal measures may 
developed to directly measure the actual level of individual director financial literacy. 
Chapter 7 closes with a discussion of the limitations of this study, the implications and 
suggestions for future research. 
1.10 LIMITATIONS 
While the research design sought to minimise any factors that may weaken the 
trustworthiness of this study, the findings may still be subject to four key limitations relating 
to study participants, the transferability of findings and the influence of context on the 
financial capability directors require.  
Firstly, adopting a Delphi study restricted participation in this study to experts only. 
The insights gained through this study may be strengthened through subsequent research that 
incorporates additional perspectives to evaluate and verify the views from the current study.  
Secondly, the findings from the Australian context may not be transferable to other 
contexts given the framing of director financial literacy around legal and regulatory 
requirements in Australia. While the adoption of similar legal and regulatory approaches and 
accounting standards may reduce differences, the influence of local terminology and practices 
could be subsequently investigated in relation to the conceptual framework for director 
financial literacy developed through this study.  
Thirdly, establishing consensus over the conceptual framework may contribute support 
to the view there exists a universal and fundamental level of director financial literacy. 
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Beyond the scope of this current study, however, is investigating the potential influence of 
contextual factors on the specific financial capability required of directors. Thus, the 
contextualisation has also been noted as an area of further investigation. 
Finally, the focus of this study was gaining rich insights into experts’ views on director 
financial literacy rather than generalizability of data, the sample was predominantly 
comprised of directors serving on non-profit boards. The purpose of the between group 
analysis was to gauge the potential influence of sample bias and group effects.  Some small to 
very small differences were noted as varying in the strength of agreement only rather than 
disagreement between groups.  The trustworthiness of findings could, therefore, be 
strengthened through confirmation of the results of my study with a more evenly distributed 
sample. 
1.11 CONCLUSION 
While director financial literacy has become more important over recent years this 
concept is weakly defined and measured in the literature. This thesis contributes to addressing 
these weaknesses by exploring what each individual director must minimally understand if 
they are to have the financial capability to perform their duties. The conceptual framework 
developed from the Delphi study highlights that director financial literacy is a multi-
dimensional construct encompassing more advanced cognitive capabilities than the basic 
comprehension skills currently dominating academic and practitioner literature. This study 
also found that director financial literacy is limited to a narrower sub-set of financial concepts 
drawn primarily from accounting domain. This research indicates, therefore, that ‘director 
financial literacy’ may be more accurately described as ‘director accounting literacy’.  
These findings have important implications for theory and practice. In terms of theory, 
it extends and deepens previous conceptualisations of director financial literacy and provides 
a more robust framework for measuring and advancing scholarly investigations into this area. 
For example, by providing a platform from which evidence-based measures of financial 
capability can be established, this research can be used to explore the assumed relationship 
between director financial literacy and governance failures.  
In terms of practical implications, by developing an agreed conceptual framework and 
procedural capabilities required for director financial literacy reliable measures may now be 
developed to assess how well each individual director is able to use their financial capability 
for board work. Such measures may be applied in a range of contexts including pre and post 
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course assessments to evaluate the effectiveness of director education programs and for 
regulatory purposes to verify that directors serving on boards do indeed have the minimal 
financial capability required to perform their duties as required by law. While challenging, 
ongoing research in this area is critical to understanding how each individual director’s 
financial capability may influence the integrity of financial reporting and oversight. 
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Chapter 2: Literature Review 
2.1 INTRODUCTION 
For over four decades societal interest in how boards influence the performance of the 
organisations they serve has intensified (Johnson et al., 1996; Pugliese et al., 2009). In the 
wake of economically significant corporate governance scandals such as Enron and HIH, the 
efficacy of boards as governance mechanisms has been questioned by scholars and 
practitioners (Finkelstein & Mooney, 2003; Johnson et al., 1996; Pugliese et al., 2009). At the 
heart of this concern is why the application of normative mechanisms (e.g. independent 
directors) grounded in the principles of agency theory and fiduciary duties have not prevented 
corporate collapse. Why, for example, had corporations such as Enron, Worldcom and others 
with boards that met industry governance benchmarks, including independence and expertise, 
failed so spectacularly (Finkelstein & Mooney, 2003; Gendron et al., 2004; Roberts, 
McNulty, & Stiles, 2005)? In considering this paradox, competing and complementary 
academic theories on board role sets have emerged along with calls for more precise 
measures of what directors actually should do and can do (Coates et al., 2007; McDaniel et 
al., 2002; Nicholson & Newton, 2010; Vinnari & Näsi, 2013). 
The purpose of this literature review is to provide a theoretical basis for why director 
financial literacy matters and so justify the research questions and the academic contributions 
to be made by this study. This chapter presents an overview of two streams of scholarly 
literature. The first considers key corporate governance theories as they relate to board roles 
and effectiveness and how understanding director financial literacy may contribute to 
advancing the field. The second reviews the predominantly empirical research on whether 
director financial capability acts as a corporate governance mechanism. This review 
demonstrates that despite director financial literacy being an important skill for each director 
(in arguably all roles), scholarly interest in the financial capability of individual directors is 
isolated and limited. The scholarly literature is dominated by studies on financial experts 
serving on audit committees, which is only one aspect of how director financial capability 
may influence board effectiveness. 
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2.2 STREAM 1: CORPORATE GOVERNANCE THEORY AND BOARD ROLES 
Boards perform multiple roles. Scholarly research, particularly in the accounting and 
finance fields, however, has primarily focussed on the control role. This research is largely 
informed by agency theory with its emphasis on individual utility maximisation as the 
underlying rationale for all decisions and actions. Board role literature primarily involves 
studies investigating how boards or audit committees can effectively monitor management. A 
large number of these studies adopted input/outputs model and used quantitative methods to 
isolate relationships between board attributes (e.g. board composition), the performance of 
board roles (e.g. control) and predominantly financial performance outcomes (Figure 2-1). 
Figure 2-1: Agency theory model linking boards to performance  
(Zahra & Pearce, 1989, p. 302) 
 
 
 
As a result “nearly all modern governance research mechanisms are conceptualised as 
deterrents to managerial self-interest” (Daily, Dalton, & Cannella, 2003, p. 372), which is 
often operationalised as board independence (Finkelstein & Mooney, 2003; Minichilli et al., 
2009). This approach is inherently problematic because, (1) monitoring organisations requires 
capabilities (e.g. financial literacy) that are not relevant to director independence, and (2) 
directors may also contribute to their organisations through the performance of a range of 
roles unrelated to, or indeed inhibited by, independence (Nicholson & Kiel, 2003). To gain a 
better understanding of why financial literacy is important it is necessary to consider the 
role(s) boards serve in corporate governance and how financial literacy contributes to board 
role(s). 
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2.2.1 Lack of consensus on board role set 
A lack of consensus on board role sets and some inconsistencies in the logic used to 
organise role sets is evident in the literature (Table 2-1). Each role set is derived from 
different combinations of governance theories and presented in different terms. For example, 
some roles are functional and reflect ‘what’ boards do (e.g. ‘service’ and ‘control’). Other 
roles are process or activity oriented and reflect how boards perform their functions (e.g. 
‘linking’ and ‘monitoring’). While other roles are more topic-based and reflect the matters 
considered by boards (e.g. strategy). Additionally, some role sets are presented as a single 
layer, while others are presented in two layers. 
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Table 2-1: Summary of the corporate governance theories and board role typologies 
Theory Zahra and Pearce (1989) Johnson et al. (1996) Hung (1998) Hillman and Dalziel (2003) Minichilli et al. (2009) 
 Perspective Roles (in order 
of importance) 
Perspective Roles Perspective Roles Perspective Roles/task Perspective Roles/task  
Agency 
(Fama & 
Jensen, 1983) 
 Control 
Service 
Strategy 
 1. Control 
2. Service 
(includes 
strategy) 
Extrinsic 
Contingency 
1. Control Internal Control 
1. Behavioural 
control 
2. Output 
control 
(includes 
monitoring 
financial 
performance) 
3. Strategic 
control 
External Control 
1. Behavioural 
control 
2. Output control 
(includes 
monitoring 
financial 
performance) 
3. Strategic 
control 
 
Resource 
dependency 
(Pfeffer, 1972) 
 Service 
Strategy 
Control 
 3. Resource 
depende
nce 
Extrinsic 
Contingency 
2. Linking External Service 
4. Networking 
External Service 
4. Networking 
 5. Advice 
6. Strategic 
positioning 
Internal 5. Advice 
Stakeholder 
(Freeman & 
Reed, 1983) 
    Extrinsic 
Contingency 
3. Coordinating   External Control 
Output control 
Stewardship 
(Donaldson & 
Davis, 1990) 
    Extrinsic 
Contingency 
4. Strategy   Strategic Service 
6. Strategic 
performance 
  Internal Service 
Advice 
Institutional 
(Selznick, 1996) 
    Intrinsic 
Institutional 
5. Maintenance     
Class 
hegemony 
(Ratcliff, 
1980) 
 Service 
Control 
        
Managerial 
hegemony 
(Mace, 1971) 
    Intrinsic 
Institutional 
6. Support     
Legalistic 
(Berle & 
Means, 1968) 
 Control 
Service 
 Control  
(includes 
monitoring) 
    Strategic  Control 
Strategic control 
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Zahra and Pearce (1989) and Johnson et al. (1996) proposed that the board role set is a 
single layer comprised of a trio of roles. In their synthesis of 25 years of board research, 
Zahra and Pearce (1989) identified three board roles – service, strategy and control. The 
service role includes advising and providing counsel to executives and linking the 
organisation to its external environment through access to resources and enhancing the 
organisation’s reputation. The strategy role is concerned with formulating and disseminating 
strategies and goals and allocating the resources necessary for the achievement of strategies 
and goals. The control role includes monitoring and rewarding management (Zahra & Pearce, 
1989). Johnson et al. (1996) presented a similar typology of board role sets – control, service 
and resource dependence. The key differences between Zahra and Pearce’s (1989) typology 
and this one is that the service role includes strategy but excludes access to resources as this 
is covered under resource dependence.  
While also adopting a single layer approach, Hung (1998) presented a typology of six 
roles. Each of the six roles are derived directly from key corporate governance theories and 
expressed as processes. These roles are linking (resource dependency theory), coordinating 
(stakeholder theory), control (agency theory), strategy (stewardship theory), maintenance 
(institutional theory) and support (managerial hegemony).   
Hillman and Dalziel (2003) and Minichilli et al. (2009) proposed that board role sets 
consist of two function-oriented roles and six underlying tasks. Hillman and Dalziel (2003) 
combined agency theory and resource dependency theory to argue that the board’s primary 
function is to monitor management and provide resources. These two functions are performed 
through the control role and a service role. The control role involves three tasks - behavioural 
control, output control and strategic control. While the service role involves three different 
tasks – advice, networking and strategic participation. The control role tends to focus on the 
internal operations of the board and organisation, whereas the resource dependence role 
focusses on the organisation’s external environment (Hillman & Dalziel, 2003). Most 
recently, Minichilli et al. (2009) presented a typology comprised of two broad roles (control 
and service) underpinned by six tasks – advice, networking, strategic performance, 
behavioural control, output control, and strategic control. Some of these tasks, strategic 
control for example, contribute to the performance of both the control and strategic roles. 
Interestingly, while scholars debate frameworks and categories of board role sets, in a 
recent study, Nicholson and Newton (2010) revealed that scholars and directors held different 
views on board roles. They found that scholars conceptualise board role sets and tasks in 
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terms of function and process such as control and monitoring. Directors, however, perceived 
their roles and tasks in topic-based terms such as ‘strategy’ and ‘risk’. They conclude that: 
researchers interested in board performance relationships may have more success in 
delimiting their research questions to specific topic-based mechanisms (strategy or 
risk), rather than board activities (such as monitoring or advising) as has previously 
dominated approaches in governance research. This approach focusses on the how of 
director-board interaction but is silent (or assumed) on the what (p. 215).  
This lack of consensus over board roles may be due to the mix of theoretical lenses and 
disciplinary perspectives that have emerged as scholars have attempted to recognise and 
incorporate a diversity of mechanisms and processes involved in board work (Daily et al., 
2003; Hung, 1998; Johnson et al., 1996; Zahra & Pearce, 1989). Presenting arguably more 
holistic and inclusive representations of board work, however, have also given rise to further 
issues related to the conceptualisation and operationalization of constructs. For example, the 
inter-relationships between roles have enriched understanding but they have also reduced the 
precision of constructs and the discriminant power of associated measures (Nicholson & 
Newton, 2010).  
Conceptual clarity is critical to empirical research because when it is clear what a 
concept refers to then it is possible to accurately measure and represent what actually happens 
in the social world (Blaikie, 2010). Specific conceptualisation and measurement issues 
evident in studies on boards are discussed in the following section. 
2.2.2 Conceptualisation and measurement issues 
As the basic building blocks of theory, concepts need to be precisely and consistently 
defined and the “imprecision of ordinary language must be superseded by the technical use of 
concepts” (Blaikie, 2010, p. 116).  When studying boards, the definitions and criteria for 
determining underlying attributes such as expertise are usually derived from the practitioner 
literature with associated measures inferred from published statistics and biographical 
information. Measures of individual expertise are rarely validated and are usually classified 
into broad categories (e.g. ‘financial expertise’ and ‘industry expertise’) and then aggregated 
to present a board-level view (board demography) (Carcello et al., 2011; Minichilli et al., 
2009; Withers, Hillman, & Cannella, 2012). 
Over several decades concern about the validity and reliability of studies based on weak 
conceptualisations of board demographics have been raised by scholars (Carcello et al., 2011; 
 Chapter 2: Literature Review 27 
Roberts et al., 2005; Rose & Rose, 2008). In their review of 25 years of scholarly literature 
Zahra and Pearce (1989) argued that because confounded explanations were evident in 
studies on board composition, these studies have only “a modest level of explanatory power” 
(p. 310). Nearly two decades later Roberts and colleagues (2005) claimed that empirical 
research had failed to provide clear support for the view that board demography, as measured 
using classic indicators such as ‘independence’ and ‘expertise’, positively influences board 
oversight (control and monitoring). Roberts et al. (2005) suggested that more sophisticated 
models and reliable measures of board work were needed because board performance is 
“mediated not only by external conditions and the structural features of boards, but also by 
board processes and the motivation and skill of individual directors acting as members of a 
functioning group” (p. 9). 
Isolating and exploring the specific financial knowledge and skills required of 
individual directors as a governance mechanism is the focus of my study. Achieving this 
requires moving beyond the traditional linear models that have dominated past research into 
boards and instead viewing boards as decision-making groups. 
2.2.3 Boards as decision-making groups 
Research on boards ‘as groups’ has revealed that the diversity of board members’ 
professional capability may impact on affective, cognitive and communication processes and, 
in turn, influence board performance. Minichilli et al. (2009) argued that boards which are 
able to draw on a greater diversity in skills and knowledge are likely to be more creative and 
innovative and, therefore, generate positive cognitive outputs. For example, in considering 
the control role and the task of reviewing and approving financial reports, boards comprised 
of directors with more diverse backgrounds have the potential to bring more perspectives to 
this task. Thus, the more diverse the composition of boards, the more diverse the questions 
and discussions. Greater skills and knowledge diversity, however may also generate 
integration problems among board members, which in turn may diminish the board’s 
creativity and encourage information asymmetries. 
Forbes and Milliken (1999) proposed a more holistic model (Figure 2-2) of how boards 
work. The purpose of this model was to gain insights into the trade-offs associated with board 
design. They enhanced the input/output model (black boxes in Figure 2-2) by incorporating 
board processes (blue boxes in Figure 2-2), identifying the presence of knowledge and skills 
(green box in Figure 2-2) and the application of knowledge and skills (red box in Figure 2-2) 
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as necessary components of board decision-making processes. In this model boards are 
viewed as elite episodic decision-making groups dealing with complex tasks. In performing 
their control and service roles boards contribute to firm performance. This model indicates 
that the ‘presence’ of actual cognitive capabilities (green box in Figure 2-2), such as director 
financial literacy, are necessary but not sufficient for performance.   
Figure 2-2: A model of board processes and their impact on board effectiveness 
(Forbes and Milliken (1999) with emphasis and colour-coding added) 
 
Forbes and Milliken’s (1999) view of board capability is particularly relevant for my 
research on director financial literacy because it separates underlying functional capabilities 
from other board attributes and the various board processes that influence the application of  
those capabilities to board work.  But, as with other conceptualisations of board 
characteristics and composition (Carcello et al., 2011; Zahra & Pearce, 1989), Forbes and 
Milliken (1999) do not consider the potential influence of fundamental and generic 
capabilities such as director financial literacy. Interactive processes may not be possible or 
effective, for example, where each director lacks the fundamental knowledge and skills to 
constructively engage in those processes. Also, despite being the foundation from which 
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board capability is formed, Forbes and Milliken (1999) do not consider capability at the 
individual director level. Yet as discussed in section 1.2, legal obligations are imposed on 
each individual director rather than at the board level. Each director is legally required to be 
able to ‘read and understand financial statements’. But how does having this capability enable 
each individual to contribute to board work; and how does having this capability influence 
board processes and outcomes?  
Section 2.3 (below) considers these questions. It reveals fundamental weaknesses in the 
conceptualisation and measurement of director financial capability. These problems primarily 
stem from a reliance on broadly defined concepts and indirect measures of individual 
capabilities, which in turn are aggregated to the board level to make assertions about the 
influence of board demographics on performance. 
2.3 STREAM 2: STUDIES ON DIRECTOR FINANCIAL CAPABILITY 
The literature on director financial capability is predominantly published in accounting 
and auditing journals. As such, it reflects the legalistic and agency theory perspectives of the 
domain, particularly within the North American environment (Cohen et al., 2002; 
Cunningham, 2008; Xie, Davidson &DaDalt, 2003). The purpose and contribution of director 
financial capability, therefore, is framed largely in terms of monitoring management. The 
underlying assumption is that having financially literate boards will enable managerial 
misconduct and mismanagement to be more readily detected and addressed (Coates et al., 
2007; Rose & Rose, 2008; Vinnari & Näsi, 2013). Additionally, most studies consider the 
financial capability of the audit committee rather than the board per se (Carcello et al., 2011; 
Rose & Rose, 2008). 
As with the board roles literature the influence of financial capability on performance is 
generally considered by applying basic linear models and inferring capability from archival 
sources published to support compliance requirements. Broadly, these models consider how 
particular sets of board demographics, including financial expertise and director financial 
literacy, may contribute to board and firm performance (Carcello et al., 2011; Rose & Rose, 
2008; Vinnari & Näsi, 2013). 
The literature predominantly examines director financial expertise, with only a small 
number of studies focusing on the more fundamental and broadly applicable level, director 
financial literacy (Carcello et al., 2011; Vinnari & Näsi, 2013). Key studies on director 
financial expertise and director financial literacy are discussed in section 2.3.1 and section 
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2.3.2, respectively. Weaknesses in the conceptualisation of financial expertise and financial 
literacy have in turn challenged researchers attempting to operationalise and measure these 
constructs in empirical studies. 
2.3.1 Studies on financial expertise  
Studies on director financial expertise are generally concerned with understanding how 
the presence of directors with formal qualifications and experience in finance or related areas 
influence board or firm level outcomes. The majority of these studies involve examining 
financial expertise in concert with director independence (Table 2-2). In general, they find 
that director independence and financial expertise positively influence board, accounting and 
firm-level outcomes. Agrawal and Chadha (2005), for example, found that the probability of 
restatement is lower in companies where boards or audit committees have an independent 
director with financial expertise. Their research supported the view that independent directors 
with financial expertise are valuable in providing oversight of a firm’s financial reporting 
practices. Many other studies also provide empirical support for the agency-control centric 
view that, together, independence and financial expertise positively contribute to monitoring 
management. 
  
 Chapter 2: Literature Review 31 
Table 2-2: Example of the literature on the positive relationship between financial expertise and independence. 
 
Study by year Investigation and findings Focus Method and 
location 
DeZoort & 
Salterio (2001) 
Investigated the influence of corporate governance 
experience, financial‐reporting and audit knowledge on 
judgments where auditor‐corporate management exists. 
Found that higher levels of independent director 
experience and audit knowledge were associated with 
higher levels of audit committee support for auditors 
advocating “substance over form” in disputes with 
client management.  
Conversely, They also found that concurrent 
experience as a director and as a senior manager 
positively correlated with increased support for 
management.  
 Supported the view that audit committees be entirely 
composed of independent directors; and that varying 
levels of accounting and auditing capability result in 
“systematic differences in audit committee member 
judgments” (p.44). 
Audit committee  
Financial expertise 
Independence 
Quantitative 
Experiment 
United States 
Xie, Davidson & 
DaDalt  (2003) 
Examined the role of the board and the audit committee 
in preventing earnings management and found that 
audit committee members needed “financial 
sophistication” (p.295).  
This study supported the view board and audit 
committee composition is related to an increase 
likelihood of a firm engaging in earnings management.  
 Proposed “that board and audit committee activity and 
their members' financial sophistication may be 
important factors in constraining the propensity of 
managers to engage in earnings management” (p.295). 
Audit Committee 
Board 
Financial expertise 
Independence 
Quantitative 
Archival 
documentary 
analysis 
United States 
Song & 
Windram (2004) 
Examined audit committee effectiveness in overseeing 
financial reporting in the UK.  
Found that that director financial capability and an 
‘active’ audit committee may contribute to audit 
committee effectiveness.  
 Supported the view that director financial literacy may 
contribute to audit committee and corporate 
governance effectiveness. 
Audit committee  
Financial expertise 
Independence 
Quantitative 
Longitudinal study 
Archival study 
United Kingdom 
Agrawal & 
Chadha  (2005) 
 Examined whether certain corporate governance 
mechanisms are related to the probability of a company 
restating its earnings. 
 Found that the probability of restatement is lower in 
companies whose boards or audit committees have an 
independent director with financial expertise.  
 Supported the view that independent directors with 
financial expertise are valuable in providing oversight 
of a firm’s financial reporting practices. 
Audit committee 
Board  
Financial expertise 
Independence 
Quantitative 
Archival study 
United States 
Beasley, Carcello 
& Hermanson 
(2009) 
 Examined certain key company and management 
characteristics of firms subject to financial statement 
fraud in 1987 - 1997. 
 Found that audit committees composed of non-experts 
do not function effectively and may be a predictor for 
corporate financial statement fraud. 
Supported the view that independent directors with 
Audit committee  
Financial expertise 
Independence 
Quantitative 
Archival study 
United States 
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Study by year Investigation and findings Focus Method and 
location 
financial expertise are valuable in providing oversight 
of a firm’s financial reporting practices. 
Jeanjean & 
Stolowy (2009) 
Investigated the determinants of boards' financial 
expertise using a measure based on the educational and 
career background of directors of listed companies.  
Found that average financial expertise is negatively 
associated with board type (two-tier versus one-tier) 
and growth opportunities and positively associated 
with board independence, ownership concentration, 
and institutional ownership. 
Supported the view that financial expertise influences 
and is influenced by firm characteristics and 
performance. 
Board 
Financial expertise 
Independence 
Quantitative 
Archival study 
France 
Sultanaa & Van 
der Zahn (2013) 
Examined the relationship between earnings 
conservatism and the presence of financial experts on 
audit committees. 
Found that accounting financial expertise is the 
primary type of expertise that influences earnings 
conservatism but only when the accounting financial 
expert(s) on audit committees is (are) independent.  
Supported the view that accounting financial expertise 
as the primary type of expertise that influences 
earnings conservatism, rather than non-accounting 
financial expertise. Also supports the appointment of 
independent as a means ‘to maximise the effectiveness 
of the audit committee. 
Audit committee  
Financial expertise 
Accounting 
expertise 
Independence 
Quantitative 
Archival study 
Australia 
 
A minority of studies, however, take a different view and propose that expertise rather 
than independence more strongly influences performance (Table 2-3).  In considering the 
CEO-board relationship and how it influences shareholder value Wagner (2011) found there 
is a trade-off between independence and competence.  Similarly, in their examination of 
whether auditing was sufficiently problematic to warrant the reforms effected by SOX, 
DeFond, Francis, and Carcello (2005) concluded that the regulators “got it completely 
backwards with respect to the independence and financial expert rules” (p. 21). They 
proposed that financial expertise rather than independence is the key mechanism for 
achieving corporate governance outcomes.  
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Table 2-3: Example of the literature proposing that financial capability is more important than independence 
 
Study Investigation and findings Focus Method and 
location 
DeFond, Francis, 
& Carcello 
(2005) 
Examined whether prior to high profile scandals such 
as Enron auditing was sufficiently problematic to 
warrant radical changes and reforms effected by SOX. 
Found that given the conceptual ambiguity of financial 
expertise and financial literacy together with the 
discretion given to boards in deciding who qualifies as 
an expert, it is empirically challenging to assess the 
financial capability of directors and audit committee 
members using publicly available informaiton.  
Concluded that “SEC got it completely backwards with 
respect to the independence and financial expert rules”  
(p.21).  
Proposed that expertise rather than independence is the 
key mechanism for achieving corporate governance 
outcomes. 
Audit committee  
Financial expertise  
Financial literacy 
Independence 
Quantitative 
Archival study 
United States 
Cunningham 
(2008) 
Reviewed empirical research in financial accounting on 
the value of director expertise for financial reporting 
quality. 
Found that accounting expertise is more valuable than 
other kinds of financial expertise. 
Proposed that legal and regulatory “encouragement of 
director independence and discouragement of expertise 
may be backwards and require reconsideration”. 
(p.465). 
Board 
Financial expertise 
Accounting 
expertise 
Independence 
Quantitative 
Archival study 
United States  
Wagner (2011) Examined board independence and capability as linked 
but distinct aspects of board effectiveness. 
Found there is a trade-off between independence and 
capability. 
Concluded that board capability is one of the driving 
forces behind independence. 
Board 
Financial expertise  
Independence 
Conceptual paper 
Switzerland 
 
Mixed findings on the influence of financial expertise on various outcomes may be due 
to the lack of granularity in conceptualising financial expertise. Studies discussed and 
referenced in Table 2-2 and Table 2-3 have used broad normative definitions of financial 
expertise drawn from listing rules and the BRC Report. For example, Cunningham (2008), 
DeZoort and Salterio (2001) and Jeanjean and Stolowy (2009). While other studies, as shown 
in Table 2-4, have considered the influence of particular types of financial expertise, notably 
accounting expertise (i.e. directors with qualifications and experience in accounting). Most of 
these studies indicate that accounting financial expertise is more strongly associated with 
financial reporting quality than non-accounting financial expertise. For example, in their 
respective studies Baxter and Cotter (2009), Goh (2009) and Krishnan and Visvanathan 
(2009) proposed that accounting experts provide a more effective means for monitoring 
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financial reporting practices and reducing agency costs. These studies support the view that 
accounting expertise positively influences the board control role.  
Table 2-4: Example of the literature proposing that accounting financial capability is more effective type of 
financial capability 
 
Study by year Investigation and findings Focus Method and 
location 
Krishnan & 
Visvanathan 
(2008) 
Examined whether the financial expertise of audit 
committees is associated with accounting conservatism.  
 
Found that when financial expertise is defined to 
include only accounting experts it was positively 
associated with accounting conservatism.  
  
Supported the view that accounting expertise 
contributes to greater monitoring by the members of the 
audit committee, which in turn enhances conservatism 
and governance outcomes. 
Audit committee  
Financial expertise 
Accounting 
expertise 
Quantitative 
Archival study 
United States 
Baxter & Cotter 
(2009) 
Examined the association between earnings quality and 
accounting expertise. 
 
Found that having an audit committee with accounting 
expertise reduces intentional earnings management but 
not accrual estimations. Other audit committee 
characteristics such as size, meetings and 
independence, however, are not significantly related to 
earnings quality management. 
 
Supported the view that accounting expertise on audit 
committees positively influences audit committee 
effectiveness. 
Audit committee  
Financial expertise 
Accounting 
expertise 
Quantitative 
Archival study 
Australia 
Goh (2009) Examined audit committees and the board of directors, 
play a significant role in “monitoring the remediation 
of internal control deficiencies’ (p.449). 
 
Found that non-accounting financial expertise had a 
positive associated with monitoring. 
 
Supported the view that the final provisions of SOX, 
which expand the definition of financial expertise to 
include non-accounting expertise is a more effective 
governance mechanism than other types of financial 
expertise. 
Audit committee  
Financial expertise 
Accounting 
expertise 
Quantitative 
Archival study 
United States 
Dhaliwal, Naiker 
& Navissi (2010) 
Examined how the effectiveness of accounting 
expertise is influenced by the personal characteristics of 
experts and the presence of non-accounting financial 
experts on audit committees. 
 
Found that independent accounting experts holding 
fewer directorships and less tenure with a firm have a 
“profound positive impact on accruals quality” (p.820). 
 
Supported the view that a narrower definition of 
financial expert limited to accounting expertise is 
required.  
Audit committee  
Financial expertise 
Accounting 
expertise 
 
Quantitative 
Archival study 
United States 
Abernathy et al. 
(2012) 
Examined the association between audit committee 
financial expertise and analysts' ability to anticipate 
future earnings.  
 
Found a significant association between accounting 
financial expertise on the audit committee and analyst 
Audit committee  
Financial expertise 
Accounting 
expertise 
Quantitative 
Archival study 
United States 
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Study by year Investigation and findings Focus Method and 
location 
earnings forecasts that are more accurate and less 
dispersed. Do not find a significant association between 
non-accounting financial expertise (i.e., supervisory 
expertise) and forecast accuracy or forecast dispersion. 
Supported the view that the inclusion of financial 
experts with accounting expertise on audit committees. 
Kelly, C. and W. 
Dimovski (2012) 
Investigated how many qualified accountants sit on the 
Boards of Australia’s largest companies.  
 
Found that although many boards had at least one 
‘accountant’ on their audit committee, most members 
are not qualified accountants.  
 
This finding has implications ‘for the curriculum 
development and learning objectives of corporate 
governance and related topic areas within the 
disciplines of accounting and auditing’ (p.97). 
 
The findings of this study supported the view that the 
financial capability of boards need to be improved. 
Board 
Financial expertise  
Accounting  
expertise 
Quantitative 
Archival study 
Australia 
Iyer (2013) Examined the characteristics and qualifications of audit 
committee financial experts.  
 
Found that audit committee experience and certified 
accountants are positively valued by the board when 
designating a financial expert on the audit committee.   
 
This study supported the inclusion of certified financial 
experts on audit committees. 
Audit committee  
Financial expertise 
Accounting 
expertise 
Quantitative 
Survey 
United States 
 
The influence of specific types of financial expertise on the market has also been 
considered. DeFond, Francis, et al. (2005) found that a significant positive stock price 
reaction corresponded to the appointment of accounting experts to audit committees 
compared with non-accounting financial experts (Table 2-3). Abernathy et al. (2012) found a 
significant association between accounting financial expertise on the audit committee and 
analyst earnings forecasts that are more accurate and less dispersed (Table 2-4).   
The studies discussed in this section have investigated the relationship between the 
presence of financial expertise, or more specifically, accounting expertise, on boards and 
audit committees. These studies do not, however, give much, if any, attention to the financial 
capabilities of directors who fall outside the normative definitions of ‘financial expert’ – 
financial literates and financial illiterates (Vinnari & Näsi, 2013).  
2.3.2 Studies on director financial literacy 
The practitioner literature (Chapter 1) revealed that each individual director is expected 
to have at least a basic level of financial capability so they can monitor management and 
discharge their legal duties and obligations relating to solvency. Although there is a dearth of 
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scholarly literature on director financial literacy five key studies on director financial literacy 
generally support the view that where director financial literacy is lacking it negatively 
influences the board’s performance in fulfilling its control role, and more specifically, 
monitoring management (Table 2-5). In addition to these studies Weil (Morse, 2004) 
developed a detailed definition of director financial literacy and accompanying direct 
knowledge test which was used in three of the five studies and by Weil (Morse, 2004) to 
assess director and student financial literacy in the United States. 
Table 2-5: Literature directly examining director financial literacy 
Study by year Investigation and findings Focus Method and 
location 
McDaniel et al. 
(2002) 
Investigated how financial literates and experts evaluate 
financial reporting quality and identify issues for 
discussion with external auditors. 
Found that compared with literates, financial experts’ 
evaluations of financial reporting quality are more 
strongly associated with the characteristics of reporting 
quality found in Accounting Standards. Also found that 
experts are more likely to look the treatments of less 
prominent and recurring items.  
Concluded that “including financial experts on audit 
committees is likely to change the structure and focus of 
audit committee discussions about financial reporting 
quality, and may affect the committee’s overall 
assessment of the quality of a company’s financial 
reports” (pp.139 – 140). 
Audit committee  
Financial expertise  
Financial literacy 
Quantitative 
Experiment 
Canada 
Coates et al. 
(2007) 
Investigated the extent of financial expertise and literacy 
of listed companies to gauge the impact of SOX and 
related reforms.  
Found that the reported capability was stable in the 
period 1996 – 2000 but had improved significantly since 
2000.  
Also found that formal training or systematic steps to 
increase the literacy of the audit committee members was 
lacking and that there was insufficient evaluation of the 
impact of efforts to increase financial literacy.  
Results of the study indicated that better stock market 
returns may be achieved by companies that have 
improved levels of director financial literacy. The 
benefits of these improvements were considered to 
outweigh the costs of increasing literacy. 
Audit committee  
Financial expertise 
Financial literacy 
Quantitative 
Quasi-experiment 
United States 
Rose and Rose 
(2008) 
Investigated the influence of financial knowledge and 
trust on the ability of audit committee members to 
identify attempts by management to avoid full disclosure 
to the board and potentially deceive the board.  
Found that audit committee members: 
Audit committee  
Financial expertise 
Financial literacy 
Quantitative 
Experiment 
United States 
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Study by year Investigation and findings Focus Method and 
location 
• with less financial knowledge are more likely to 
accept insufficient explanations for accounting 
judgments than are more knowledgeable members;  
• with less financial knowledge are more likely to 
reject sufficient explanations for accounting 
judgments than are more knowledgeable members; 
and  
• that place higher levels of trust in others are more 
likely to accept insufficient client explanations for 
accounting judgments than are less trusting 
members. 
Supported the view that financial experts on audit 
committees are of value in detecting fraudulent financial 
reporting. 
Giacomino, 
Wall, et al. 
(2009) 
Examined the financial capability of individual directors 
and students using the Schipper & Weil (Morse, 2004) 
knowledge test of director financial literacy. 
Supported and extended the findings of Coates et al. 
(2007), as noted above.  
Proposed that students and directors are financially 
illiterate but notes that: “Caution should be used in 
interpreting these results since there is no consensus 
definition of financial literacy within the accounting 
profession” (p.31). 
Audit committee 
Board 
Financial literacy 
Quantitative 
Quasi-experiment 
United States 
Vinnari and Näsi 
(2013) 
Investigated the financial and technical competence of 
Municipal board directors.  
Found that the most directors did not have the financial 
expertise as measured by education and professional 
experience. Financial literacy was also found to be 
lacking in nearly half the respondents. 
Supported the view that director financial literacy is 
deficient and that the tendency to measure director 
financial literacy levels by proxy weakens the reliability 
and validity of research in this area. 
Board 
Financial expertise  
Financial literacy 
Quantitative 
Survey 
Finland 
 
In their experimental study McDaniel et al. (2002) found that ‘financial literates’ were 
more likely to identify matters recently raised in the financial press but their schema for 
evaluating the quality of financial reports was less likely to reflect the characteristics of 
reporting quality found in Accounting Standards when compared to financial experts.  
McDaniel and colleague’s (2002) study is particularly interesting because not only does it 
consider the influence of director financial literacy on governance, it also suggests that 
director financial literacy is complementary rather than subordinate to director financial 
expertise, as indicated in later studies such as Rose and Rose (2008). 
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Like McDaniel et al. (2002), the Rose &. Rose (2008) study revealed that different 
levels of director financial capability influence audit committee effectiveness and financial 
reporting integrity. They found firstly, that audit committee members with less financial 
knowledge were more likely to accept insufficient explanations for accounting judgments 
than more knowledgeable members. And secondly, that audit committee members with less 
financial knowledge were more likely to reject sufficient explanations for accounting 
judgments than more knowledgeable members. Rose &. Rose (2008) concluded that all 
directors “need strong financial literacy to effectively promote honest accounting practices” 
(p. 202). The results of the Rose &. Rose (2008) study supported the view that director 
financial literacy has a positive influence on the board’s control role and monitoring 
management. It also highlighted that effective director financial literacy broadly consists of 
two types of capability. A conceptual capability and an applied capability in which financial 
concepts are contextualised and applied to specific board decisions. 
Coates et al. (2007) investigated the financial expertise and literacy of listed companies 
to gauge the impact of SOX and related reforms. They found that the reported capability was 
stable in the period 1996 – 2000 but had since improved. The results of their study indicated 
that better stock market returns may be achieved by companies with improved levels of 
director financial literacy. Although, the benefits of these improvements outweighed the costs 
of increasing literacy, they observed that formal training and systematic steps to increase the 
director literacy were lacking. Of particular interest for this study is that Coates and 
colleagues (2007) argued that as SOX focused on financial reporting requirements, the term 
‘director financial literacy’ was a misnomer. They proposed that the minimum financial 
capability required of directors is more aptly described as ‘director accounting literacy’ 
because director financial literacy is by function and definition limited to accounting concepts 
that underpin financial statements. 
In their study on the financial and technical competence of municipal boards, Vinnari 
and Näsi (2013) found that “A notable majority of respondents did not possess financial 
expertise measured in terms of education and professional experience, and financial literacy 
was found to be lacking in almost half of the respondents” (p. 499). Study participants who 
were financially literate directors but not experts regarded director financial expertise as 
something other than the possession of formal qualifications and associated experience. 
These directors felt that director financial expertise was reflected in how well financial 
capability was applied in the board room. Of note, it was also found that director financial 
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capability accumulated through various professional and personal experiences. Overall, this 
study provided empirical evidence to support the view that director financial literacy is 
lacking within boards and that the measuring actual levels of director financial literacy is 
challenging because the “concept of financial literacy has no exact definition” (p.494). As 
concepts are the fundamental building blocks of theory and empirical research (Blaikie, 
2010), the conceptualisation and measurement of director financial literacy is critical to 
progressing the research agenda in this area.  
2.3.3 Conceptualisation and measurement of director financial capability 
Conceptualisation is how researchers communicate theories and findings within their 
scholarly community. Concepts are ideas expressed in text, symbols and labels. Theories are 
formed from connections between concepts. For empirical research theoretical concepts need 
to be operationalised through procedures, indicators and criteria so they can be measured. 
Clear and precise definitions of concepts are necessary, therefore, for developing measures 
that accurately reflect each concept (Blaikie, 2010). 
Within the extant literature director financial capability has been broadly divided into 
two hierarchical levels. ‘Financial experts’ represent the highest level and generally comprise 
of directors with formal qualifications and work experience in accounting or related areas. 
‘Financial literates’ represent the lowest level of director financial capability and include 
those who do not have these qualifications or experience, but are able to ‘read and understand 
financial statements’ (McDaniel et al., 2002; Vinnari & Näsi, 2013). Thus, each director’s 
actual financial capability will fall into one of three categories – (1) financial expert, (2) 
financial literate, and (3) financial illiterate i.e. those lacking the financial capability of an 
expert or literate. As a minimum each individual director is required by law to be a financial 
literate. But what, exactly, does it mean to be a financially literate director? 
To conceptualise director financial capability scholars have drawn heavily on 
definitions derived from statutory and regulatory reforms associated with high profile 
corporate governance scandals of the late 1990’s to early 2000’s (DeFond, Hann, et al., 2005; 
Gendron et al., 2004; Jeanjean & Stolowy, 2009; Sultanaa & Van der Zahn, 2013; 
Visvanathan & Krishnan, 2008). Strengthening the audit committee’s oversight of the 
financial reporting process and improving the integrity and quality of financial reports has 
been a key element of these reforms. In this context the terms ‘financial expert’ and ‘director 
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financial literacy’ have primarily been associated with the board’s control role and, more 
specifically, the task of monitoring management.  
The following section discusses the conceptualisation of financial expertise. It begins 
with an overview of the meaning and application of financial expertise in boardrooms, 
regardless of the context. As the focus of my study is on director financial literacy, the 
discussion on financial expertise is brief and serves to highlight the conceptual and practical 
challenges in conceptualising director financial capability and how financial expertise has 
been distinguished from director financial literacy. A detailed discussion of the 
conceptualisation and measurement of director financial literacy follows from section 2.3.5. 
2.3.4 Defining director financial expertise 
Scholarly articulations of financial expertise are varied but generally distinguish 
financial experts by their qualifications and professional experience (Table 2-6). Given the 
prominence of the audit committee in legal and regulatory reforms, initial definitions of 
financial expertise were narrow and focussed on accounting expertise. Having this expertise 
was seen to be the most appropriate capability for evaluating the accounting judgements 
made by management and when interacting with auditors (Rose & Rose, 2008). 
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Table 2-6: Definitions of financial expert used in the scholarly literature 
Source Definition Studies listed in  
Table 2-5, Table 2-4 &  
Table 2-5 
ASX Corporate 
Governance Council 
(2010) 
“be a qualified accountant or other financial professional with 
experience of financial and accounting matters” (p. 27) 
Sultanaa and Van der Zahn (2013) 
Blue Ribbon Committee 
(1999)   
“Past employment experience in finance or accounting, requisite 
professional certification in accounting or other comparable 
experience or background which results in the individual’s 
sophistication, including being or having been a CEO or other senior 
officer with managerial oversight responsibilities” (p.25). 
DeZoort and Salterio (2001) 
Jeanjean and Stolowy (2009) 
McDaniel et al. (2002) 
Rose and Rose (2008) 
NYSE - Listed 
Company Manual 
303A.07 
“Audit Committee must include a member who is designated by the 
board as an accounting or related financial management expert”. 
Coates et al. (2007) 
DeZoort and Salterio (2001) 
SEC (2003) The Final Rules define an “audit committee financial expert’ as an 
individual who meets all of the following five capability criteria: 
“(1) an understanding of generally accepted accounting principles 
and financial statements; 
(2) the ability to assess the general application of such principles in 
connection with the accounting for estimates, accruals and reserves; 
(3) experience preparing, auditing, analyzing or evaluating financial 
statements that present a breadth and level of complexity of 
accounting issues that are generally comparable to the breadth and 
complexity of issues that can reasonably be expected to be raised by 
the registrant’s financial statements, or experience actively 
supervising one or more persons engaged in such activities; 
(4) an understanding of internal controls and procedures for financial 
reporting; and 
(5) an understanding of audit committee functions”. 
To qualify as a financial expert an individual needs to meet one of 
the following four requirements: 
“1. Education and experience as a principal financial officer, 
principal accounting officer, controller, certified public accountant 
or auditor (or similar experience in positions that involve similar 
functions); 
2. Experience actively supervising one of the foregoing officers or 
persons; 
3. Experience overseeing or assessing the performance of companies 
or public accountants in connection with preparing, auditing or 
evaluating financial statements; or 
4. Other relevant experience. If the company relies on this factor, it 
must disclose the relevant experience”. 
Agrawal and Chadha (2005) 
Dhaliwal, Naiker, and Navissi 
(2006) 
Goh, 2009 
Krishnain and Visvanathan (2008) 
Sultanaa and Van der Zahn (2013) 
 
SOX (s.407) Requires at least one member of the Audit Committee to be a 
financial expert as defined by the SEC. Does not define director 
financial literacy. 
- 
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Following controversial and highly politicised advocacy efforts within the business 
community, some definitions of ‘financial expert’ were broadened to include capabilities 
other than accounting (DeFond, Hann, et al., 2005; Dhaliwal et al., 2006; Vinnari & Näsi, 
2013; Vrancken, 2007). For example, when drafting SOX a narrow definition of financial 
expert limited to accounting expertise was initially proposed for inclusion in the associated 
SEC regulations. For political and practical reasons such as concern there would not be 
enough accounting experts willing to serve on boards or audit committees, this definition was 
broadened to include those with other types of financial expertise. In making this change the 
SEC also noted that beyond accounting and auditing, financial capability encompassed 
valuation, risk analysis, investment and capital structure (Iyer, 2013).The broader definitions 
of financial expertise recognise supervisory expertise based on qualifications or assumed to 
have been accumulated through professional experience such as serving as a chief executive 
officer (DeFond, Hann, et al., 2005; Dhaliwal et al., 2006; Vinnari & Näsi, 2013; Vrancken, 
2007). 
The broader conceptualisation of financial expertise also supports the view that director 
capabilities underpin the performance of multiple board roles (Johnson et al., 1996). For 
example, in their investigation of financial experts on boards Jeanjean and Stolowy (2009) 
proposed that “the three board roles control, service and resource dependency are not 
mutually exclusive, with each role being supported in different ways by the presence of 
financial experts on the board” (p. 382). Having, for example a sophisticated understanding 
of finance will facilitate the control of management through review and approval of financial 
statements; the provision of advice to management on investment matters; and formulating 
financially feasible strategies. Despite this observation and the broader definitions used by 
regulators, scholarly studies have continued to view financial expertise (and director financial 
literacy) primarily for the purpose of facilitating the board’s control role and fulfilling 
individual directors’ duties. While defining director ‘financial expertise’ has proven to be 
somewhat controversial, this has not been the case for director financial literacy. Nonetheless, 
the scholarly focus for director financial literacy is framed predominantly in terms of the 
control role. 
2.3.5 Defining director financial literacy 
Definitions for director financial literacy used in scholarly literature are expressed very 
loosely but fairly consistently as having the ability to ‘read and understand financial 
statements’. Six studies directly investigating director financial literacy have referenced the 
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BRC definition as a starting point and applied one of the two definitions shown in Table 2-7 
to their research – (1) the BRC  (1999) definition; and (2) the Weil (Morse, 2004) definition. 
The definitions used in these studies are also consistent with the common law definitions (e.g. 
Centro) and regulatory guidance (e.g. ASX Corporate Governance Council, (2010) used in 
Australia. 
Table 2-7: Definitions of director financial literacy found in the academic literature 
Source Definition  Studies 
Blue Ribbon 
Committee 
(BRC) (1999) 
“the ability to read and understand fundamental financial 
statements, including a company's balance sheet, income statement, 
and cash flow statement” (p. 26). 
McDaniel et al. (2002) 
Vinnari and Näsi (2013) 
Weil (Morse, 
2004) 
 
“Financial literacy is the ability to understand important accounting 
judgments management makes, why management makes them, and 
how management can use those judgments to manipulate financial 
statements” (p.22) 
Weil (Morse, 2004) 
Coates et al. 2007 
(Giacomino, Akers, et al., 
2009; Giacomino, Wall, et al., 
2009) 
 
Weil (Morse, 2004) developed an alternative definition on the basis that the BRC 
(1999) definition was too broad and had failed to clearly identify the specific technical 
knowledge and skills required of individual directors. He viewed director financially literacy 
as a more sophisticated capability than implied in the phrase ‘read and understand’. Instead 
he proposed that director financial literacy required higher order cognitive abilities that 
enabled directors to make conceptual connections and form a strategic view of the financial 
information contained in financial statements. The emphasis on checking management’s 
judgements and to protect the organisation from income manipulation suggests that Weil’s 
(Morse, 2004) definition was cast from the perspective of agency theory, with director 
financial literacy exclusively serving the board’s control role, particularly in relation to 
monitoring management. 
In reporting on their experiment on the effects of financial knowledge and trust, Rose 
and Rose (2008) did not explicitly refer to a definition of director financial literacy or 
describe what capability is required. While they referred to legal and regulatory requirements 
for director financial capability (e.g. SOX and rules under the SEC and NYSE), they also 
applied a direct test of financial knowledge developed by Weil (Morse, 2004). Hence it is not 
clear what they meant when referring to either ‘financial expertise’ or ‘financial literacy’. 
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The remaining five studies, including those from Canada (McDaniel et al., 2002) and 
Finland (Vinnari & Näsi, 2013) referenced the BRC definition as the starting point for 
conceptualising director financial literacy. In their studies, Coates et al. (2007) and 
Giacomino, Wall, et al. (2009) adopted an alternative definition of director financial literacy 
developed by Weil (Morse, 2004). This definition expanded the BRC’s definition to 
incorporate more specific and measurable elements relating to technical knowledge and 
skills. So despite criticisms of being too vague and lacking guidance on the specific technical 
financial capability required of directors (Carcello et al., 2011; Giacomino, Wall, et al., 2009; 
Vinnari & Näsi, 2013), the BRC definition has generally been accepted by scholars as the 
foundation for conceptualising director financial literacy. 
The legal and regulatory context in which the two definitions of director financial 
literacy have been developed and used indicates that scholars and practitioners generally 
perceive this lower level capability in terms of serving the control role, monitoring 
management and the fiduciary duties of each individual director. Yet, the broader scope of 
the legal and regulatory definitions for financial expertise and more recent scholarly interest 
in exploring the relationship between financial expertise and other board roles. Jeanjean and 
Stolowy (2009) indicate that director financial literacy, particularly in terms of the 
predominant but very broad conceptualisation as the ability to ‘read and understand financial 
statements’, may also support multiple board roles.  
Thus, a question emerging from the literature review in this chapter is how should 
director financial literacy be framed or scoped? For example, should its purpose focus on the 
control role; or should it be broadened to serve multiple purposes such as strategy? In 
considering the scope of the technical financial knowledge required, should director financial 
literacy be limited to the accounting domain; or should it encompass other forms of financial 
capability such as those relating to investment and banking? Weaknesses in conceptualising 
director financial literacy have rendered the operationalization of this concept and the 
development of accurate and reliable measures a particularly challenging for scholars.  
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2.3.6 Operationalising director financial literacy 
To operationalise director financial literacy scholarly studies (Table 2-8) have generally 
addressed three questions: 
1. Who potentially is a financially literate director;  
2. What should a financially literate director know; and  
3. What should a financially literate director be able to do?  
In addressing these questions scholars have developed indicators of financially literate 
directors comprised of demographic characteristics, technical knowledge and skills.  Given 
weaknesses in the conceptualisation of director financial literacy and contextual factors, 
however, each scholar has responded differently to these questions, with some only 
addressing two of the three questions. A summary of the operationalization and consequential 
approach to measurement in each of the scholarly works on director financial literacy is 
provided in Table 2-8 to Table 2-10.  Table 2-8 covers the two studies using the BRC (1999) 
definition.  Table 2-9 covers the three studies using the Weil (Morse, 2004) definition. While 
Table 2-10 only covers the Rose and Rose (2008) study because they did not explicitly refer 
to a definition of director financial literacy in their study.  
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Table 2-8: Operationalization and measurement of director financial literacy in studies using the BRC definition 
Study by 
year 
Study focus Operationalisation  Method  Capability 
measure 
Instrument 
McDaniel 
et al. (2002) 
Individuals 
Audit 
committees 
Canada 
• Who potentially is a financially literate director? 
Two indicators of capability: 
1. Completion of at least one financial and one management 
accounting course which included developing an understanding of 
the three basic financial statements identified in the BRC definition. 
2.  General business experience outside of accounting 
Recent executive MBA graduates without prior qualifications or experience 
in accounting were identified as appropriate surrogates for director financial 
literacy. 
 
• What should they know? 
Fundamentally, covered two aspects: 
1. Accounting knowledge as it applies to annual financial statements; 
and 
2. Financial reporting knowledge. 
Experiment Perception of item 
salience & 
reporting quality  
Provided financial report, including 3 
financial statements of a fictitious company 
and answered two sets of questions  
1. To assess the perceived importance of 
specific items in financial statements; 
and 
2. To assess the perceived quality of the 
reporting.  
 
Purpose was to show differences the 
cognitive processes of experts and literates 
when reading and analysing financial 
statements. 
Vinnari 
and Näsi 
(2013) 
Individuals 
Boards 
Finland 
• Who potentially is a financially literate director? 
Three indicators of capability: 
1. Completion of short courses in finance or accounting; 
2. Years of service on board of interest; and 
3. Membership of other boards. 
Weighted these criteria to favour professional experience over education. 
 
• What should they know? 
Focused on accounting knowledge as it applies to annual financial statements, 
and more specifically, the three annual financial statements identified in the 
BRC definition. 
Survey & 
Interview 
Demographic 
characteristics 
Self-perceived 
capability 
The survey consisted of 2 questionnaires: 
1. To gather data on demographic and 
experience to profile participants. 
2. An indicator of self-perceived financial 
literacy through participant’s views on the 
understandability of financial statements in 
terms of accounting and calculations to 
support board decision-making. 
 
A single group interview was held to provide 
qualitative explanations of the results. 
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Table 2-9: Operationalisation and measurement of director financial literacy in studies using the Weil (Morse, 2004) definition 
Study Study focus Operationalisation  Method  Capability 
measure 
Instrument 
Coates et al. 
(2007) 
Individual and 
Group 
Audit 
Committees 
United States 
• Who is a financially literate director? 
Developed and applied four-level score to classify individual levels of 
expertise based on ‘career path’ (qualifications and experience). Used the 
information published in company’s proxy statement: 
1. Four points for a ‘clear indication of accounting expertise e.g. as a 
public accountant; 
2. Three points for experience as a financial executive but without 
explicit accounting expertise; 
3. Two points for non-financial business executive without explicit 
accounting expertise (E.g. as a CEO); and 
4. One point for other career path without accounting expertise. 
Aggregated scores to identify Committee-level expertise. 
 
• What should they know? 
Developed more specific criteria for evaluating the technical knowledge of 
audit committee members covering the: 
1. The firm’s business model; 
2. Accounting standards; 
3. Management’s judgements; and  
4. Implications of management’s judgements. 
 
• What should they be able to do? 
Essentially financial literate directors are able to do three things: 
1. Ask the ‘tough questions’; 
2. Be able to evaluate responses to those questions; and 
Ask appropriate follow-up questions. 
Quasi-
experiment 
Survey 
Direct knowledge 
tests 
 
The Financial Literacy Quiz (Morse, 
2004). 
 
The Tough questions test (Morse, 2004) 
Survey of ACs efforts to assess and 
develop financial literacy conducted in 
2002 to identify 
1. The financial literacy of AC members 
is directly assessed; and 
2. The steps taken since 1999 to improve 
AC financial literacy. 
Giacomino, 
Wall, et al. 
(2009) 
Individual  
Audit 
Committees 
United States 
• Who potentially is a financially literate director? 
Was not concerned with identifying demographic-based indicators of 
capability. Instead focused on the content knowledge and skills required. 
Study participants were MBA accounting and finance majors (finance 
experts), directors and undergraduate students. It is not clear if directors and 
undergraduate students were proxies for financial literates or not. 
Participation in the study was voluntary. 
 
• What should they know? 
Used the criteria developed by Coates et al. (2007) above. 
Quasi-
experiment 
Direct knowledge 
test 
 
As an extension of the Coates et al. (2007) 
study it used Financial Literacy Quiz 
(Morse, 2004).  
 
The MBA participants were asked to 
answer 13 of the 25 questions in the Quiz.  
The directors and undergraduates were 
asked to answer all 25 questions. 
 
Weil Individual • Who potentially is a financially literate director? N/A Direct knowledge Directly measured capability through two 
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Study Study focus Operationalisation  Method  Capability 
measure 
Instrument 
(Morse, 
2004) 
Board 
Audit 
Committee 
United States 
Was not concerned with identifying demographic-based indicators of 
capability. Instead focused on the content knowledge and skills required. 
Study participants were directors attending the directors’ education 
program’ at three universities. Participation in the study was voluntary. 
 
• What should they know? 
Fundamentally, covered two aspects: 
1. Accounting knowledge as it applies to annual financial 
statements; and 
2. Audit committee knowledge. 
 
• What should they be able to do? 
Essentially financial literate directors are able to do three things: 
3. Ask the ‘tough questions’; 
4. Be able to evaluate responses to those questions; and 
5. Ask appropriate follow-up questions. 
tests 
 
tests: 
1. The Financial Literacy Quiz (Morse, 
2004). 
Participants were asked to answer all 25 
questions in the quiz. 
 
2. The Tough questions test (Morse, 
2004). 
 
Table 2-10: Operationalisation and measurement of director financial literacy by Rose and Rose (2008) 
Study Study focus • Operationalisation  Method  Capability 
measure 
Instrument 
Rose &. 
Rose 
(2008) 
Individual  
Audit 
Committees 
United States 
• What should they know? 
Fundamentally, covered two aspects: 
1. Accounting knowledge as it applies to annual financial statements; 
and 
2. Audit committee knowledge. 
 
• What should they be able to do? 
Analyse management’s explanations of the finances. 
Experiment Direct knowledge 
tests 
 
Directly measured capability through two 
tests: 
1. The Financial Literacy Quiz (Morse, 
2004). 
Participants were asked to answer 12 of the 
25 questions in the quiz. 
 
2. The Tough questions test (Morse, 2004). 
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Who potentially are financially literate directors? 
Scholars identified sets of broad demographic characteristics as indicators of potentially 
financially literate directors. These indicators involved a combination of past education, 
professional experience and board tenure. Where education was included, it was noted that it 
excluded qualifications in accounting or other finance-related disciplines. For example, 
McDaniel et al. (2002) identified the successful completion of basic accounting courses as 
part of a MBA program and general business experience outside of accounting. Similarly, the 
indicators used by Vinnari and Näsi (2013) were the completion of a short course in finance 
or accounting, tenure on current board and experience serving other boards. Vinnari and Näsi 
(2013) also applied a weighted scale which favoured professional experience over education 
because it was assumed that financial literacy is a capability developed over time through 
practical experience in dealing with financial information rather than in a classroom 
environment. This study also highlighted the difficulty in applying specific demographic 
indicators in different contexts. Vinnari and Näsi (2013) noted that they would have preferred 
to replicate the demographic indicators used in other studies, such as an undergraduate degree 
in business as was done by Giacomino, Wall, et al. (2009) They were prevented from doing 
so, however, because undergraduate degrees were not offered in Finland from 1978 to 2005. 
Coates et al. (2007) also applied a weighted scale comprised of qualifications and 
experience. Unlike all other studies, however, Coates et al. (2007) included financial experts 
and financial literates on the one scale representing a hierarchy of demographic indicators of 
director financial capability.   
In their studies Weil (Morse, 2004), Rose & Rose (2008) and Giacomino, Wall, et al. 
(2009) did not explicitly include demographic characteristics as potential indicators of 
director financial capability. The focus of these studies was on testing the actual knowledge 
and skills of audit committee members and directors. Giacomino, Wall, et al. (2009) and 
McDaniel et al. (2002), nonetheless, indicated that the capability required for director 
financial literacy approximated that of an MBA graduate without qualifications, majors or 
experience in accounting, but having successfully completed the basic accounting courses. 
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What should financially literate directors know and be able to do? 
In considering the technical knowledge underpinning director financial literacy 
DeZoort and Salterio (2001) proposed that director financial literacy consisted of two core 
topics. Firstly, financial reporting knowledge which is “an understanding of how business 
activities are presented in the financial statements and the ability to analyze these statements” 
(p.35). And secondly, audit-reporting knowledge, which involves having “an understanding 
of the nature and purposes of the financial statement audit” (p.35). In operationalising the 
content knowledge for director financial literacy scholarly studies directly investigating 
‘director financial literacy’ (Table 2-5) have adopted a similar view. For example, McDaniel 
et al. (2002), Rose & Rose (2008) and Weil Morse (Morse, 2004) studied ‘financial literates’ 
on audit committees and how they contribute to financial reporting quality, including 
engagement in the auditing process. Similarly, Coates et al. (2007) and  Giacomino, Wall, et 
al. (2009), considered director financial capability specifically in terms of accounting literacy 
and primarily to support the monitoring of management through the audit committee’s role in 
the annual financial reporting process.  
Coates et al. (2007) explained that director financial literacy involves “understanding 
accounting at the level of an introductory MBA accounting course” (p. 191). They proposed 
that the technical knowledge required of financially literate directors should be derived from 
the mandatory disclosure requirements for the Critical Accounting Policies and Estimates 
(CAPE) section of the Management’s Discussion and Analysis (MD&A) part of company 
annual reports. Accordingly, they developed four criteria drawn from the MD&A to provide a 
testable framework for the requisite knowledge and skills of financially literate directors 
(Table 2-11). The technical knowledge covered four topics – (1) the business model, (2) 
accounting standards, (3) management’s judgements, and (3) implications of management’s 
judgements. 
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Table 2-11: Criteria for determining director financial literacy   
(Adapted from Coates et al. (2007), pp. 178 – 179). 
Criteria Description 
1. Business model Understanding the business model (the way the enterprise earns income) and how 
or why that business model requires the judgments and estimates in CAPE. In 
short, understand the transactions that require the judgments described (p.178). 
2. Accounting standards Understanding the recognition and measurement guidance that generally 
accepted accounting principles (GAAPs) and International Financial Reporting 
Standards (IFRS) provide for these CAPE. What is the intent of the standard—that 
is, the reporting objective? What judgments and estimates do the standards 
require and what do these standards attempt to achieve—the reporting objective? 
(p.178) 
3. Management’s judgements Understanding whether management’s judgments and estimates described in 
CAPE are consistent with the business model, the economic environment, and the 
objectives of the applicable guidance from GAAPs/IFRS (p.179). 
4. Implications of 
management’s judgements 
Understanding the implications of management choices for potential manipulation 
of financial reporting, including both choices among methods under GAAPs/IFRS 
and estimates required for the implementation of the methods (p.179). 
 
Rose & Rose (2008) and Weil (Morse, 2004) also considered the skills required of 
financially literate directors so they may apply their technical knowledge to board or 
committee business. These scholars, identified the ability to ask questions and evaluate 
responses to questions as skills requisite to director financial literacy.  
Having operationalised the concept ‘director financial literacy’ in different ways, it is 
not surprising that in their respective investigations of director financial literacy, scholars 
applied different research methods, measures and mixes of measures.  The following section 
discusses the measures used in each of the five studies directly investigating director financial 
literacy. 
2.3.7 Measuring knowledge and skills 
The broad and simplistic nature of the BRC definition has resulted in the development 
of a few but diverse range of instruments for measuring director financial literacy, sharing 
little in common with each other (Giacomino, Akers, et al., 2009). Broadly, three different 
approaches were adopted in the six studies on director financial literacy. Two studies inferred 
director financial literacy using demographic characteristics and measures of perceptions 
(McDaniel et al., 2002; Vinnari & Näsi, 2013).  Four studies directly tested director financial 
literacy studies (Coates et al., 2007; Giacomino, Akers, et al., 2009; Morse, 2004; Rose & 
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Rose, 2008), with three of these studies also testing, to some extent, the skills directors 
require to apply their financial knowledge in (Coates et al., 2007; Morse, 2004; Rose & Rose, 
2008). 
In their experimental study on audit committees McDaniel et al. (2002) used the BRC’s 
definitions for financial expert and director financial literacy and inferred capability from 
each participant’s professional and educational background.  They did not directly measure 
whether their study participants had the financial capability in line with their designation in 
the study as ‘financial experts’ or ‘financial literates’. Nor did they explain exactly what this 
capability involved or the depth of capability required. The presence of capability at the level 
of ‘expert’ or ‘literate’ was assumed to follow from qualifications and work experience. By 
focussing on financial reporting quality within the context of the work of the Audit 
Committee it is concluded that McDaniel et al. (2002) perceive director financial capability 
as at least involving the accounting literacy required to support the financial reporting 
process. Other studies such as Giacomino, Wall, et al. (2009) and Coates et al. (2007) were 
more explicit about their focus on accounting and auditing knowledge. 
Vinnari and Näsi (2013) constructed a “fact-based indicator of director financial 
literacy defined simply as the ability to understand accounting reports” (p. 494).  They 
reasoned that although a direct knowledge test as conducted by Giacomino, Wall, et al. 
(2009) was preferable, there was a practical barrier in conducting a controlled testing process 
where participants were geographically dispersed.  The fact-based indicators included 
externally observed and reported aspects such as education, professional experience, 
completion of a short course in finance or accounting, and years of board experience. 
Participants also completed a questionnaire on their perceived level of capability. The self-
perceived financial literacy questionnaire asked participants to consider their board’s 
financial statements and respond to the following two questions using a seven-point Likert 
scale (‘completely agree’ to ‘completely disagree’): 
1. It is easy to understand how the figures in the accounting calculations have been 
derived. 
2. The terminology used in connection with the accounting calculation is 
understandable.  
Vinnari and Näsi (2013, p.495) 
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The observed and perceived indicators were combined to determine each participant’s 
individual level of director financial literacy, which was aggregated to form a board level 
measure of financial capability. 
The remaining four studies (Coates et al., 2007; Giacomino, Akers, et al., 2009; Morse, 
2004; Rose & Rose, 2008) directly tested the technical financial knowledge of directors or 
proxies. All of these studies used the Financial Literacy Quiz developed by Schipper & Weil 
(Morse, 2004). This 25-item multiple choice included 13 items for testing ‘basic accounting’ 
with the content derived from 1st year MBA textbooks; and 12 items testing audit committee 
knowledge, 8 of which covered more advanced accounting topics. By way of illustration two 
questions from the Financial Literacy Quiz are shown below. 
1. Retained earnings on the balance sheet is an account usually referring to: 
a) Cash and other liquid assets generated by income with which the firm can 
pay dividends. 
b) Net assets (assets minus liabilities) generated by income that the firm can 
distribute as dividends. 
c) Part of the firm's owners' claims to net assets of the firm. 
d) None of the above. 
e) More than one of the above. 
2. If a firm uses the indirect method for the statement of cash flows (SCF), which of 
the following is true? 
(Indicate all true statements.)  
a) The SCF lists cash receipts from customers. 
b) The SCF shows cash spent for acquiring other firms in the financing section 
of the statement. 
c) The SCF shows stock issued to acquire other firms. 
d) The SCF shows the change in accounts receivable. 
[Answers: 1) c 2) d only] (Morse, 2004, p. 22) 
The use of the Financial Literacy Quiz to directly test participants’ knowledge in four 
separate studies would appear to facilitate the comparability of results and findings from 
these studies. This, however, was not the case, as the instrument had been applied differently 
within each study. Furthermore, it is not clear what test result in each of the studies was 
identified as a ‘pass’. For example, to be financially literate was the ‘pass’ mark 100%, 50% 
or correctly answering all basic questions? 
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Weil (Morse, 2004) administered the full 25 questions to participants, who were 
attendees of director education programs at the Universities of Chicago, Stanford and 
Wharton. Participation was voluntary, of which about 50% opted to take the test. The median 
score was 10/25 (or 40%). No other descriptive statistics were reported. 
In the Coates et al. (2007) study participation was also voluntary with Coates et al. 
(2007) commenting that this approach was more likely to attract those who feel more 
confident in their financial capabilities than those who opted out of taking the test. MBA and 
Law students and participants in board education programs were invited to take the test. The 
MBA students only completed 13 of the 25 questions. The median score was 8/25 (or 32%) 
and was reported as being fairly constant over several years. Coates et al. (2007) concluded 
that those “who took this quiz, likely the better half of our board member attendees, are not 
yet financially literate” (p. 189).  
Similarly, in their study Giacomino, Wall, et al. (2009) administered the full test to 
directors and undergraduate participants but used only 13 items when testing the MBA 
accounting and finance majors. It is not clear why only an extract of the test was applied to 
the MBA participants. Based on the results from these 13 questions ranged from 42% 
(directors) to 52% (MBAs). Descriptive statistics, including the median and mean score were 
not reported for this study. In reflecting on their study, Giacomino, Wall, et al. (2009) 
acknowledged that although a direct measure of knowledge was used, due to the weak 
conceptualization of director financial literacy, the test applied had little in common with 
other tests and or studies, including the studies conducted by Coates et al. (2007) and Weil 
(Morse, 2004). 
Due to time constraints associated with conducting their laboratory experiment Rose &. 
Rose (2008) did not administer the full Financial Literacy Quiz to any of the study’s 
participants.  To reduce the length of the test they ranked questions according to whether the 
questions were essential for audit committee members to know; and the generality of 
questions (i.e. applicability of items to other situations). As a result they included 12 items 
identified as being the most essential and most general. It is not clear which topics or 
questions were used by Rose & Rose (2008) in their experiment. The median score for the 12 
items was reported as 33% and the mean was 5.24 or 43.7%.  
Weil (Morse, 2004) also developed a Tough Questions test to assess how well directors 
could apply their technical knowledge to “differentiate between a CFO's satisfactory and 
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evasive answers to a straightforward question about the reserve for uncollectible accounts” 
(p. 24).  The median number of correct responses to this test was less than 50%. An extract of 
the Tough Questions test is shown below. 
A member of the audit committee asks the CFO or auditor a tough question. 
You need to classify each of the following answers as: 
a) Unresponsive - a reply you might hear from a CFO who doesn't know his 
business or is trying to trick you. 
b) OK as far as it goes but needs a follow-up question, which you must pose. 
c) Satisfactory and complete. 
 
"How do you know the reserve for uncollectible accounts is adequate?" 
1."l think it's much more likely than not that the amount of cash and marketable 
securities is adequate to cover any cash shortage caused by customers not 
paying what they owe." 
(a) (b) (c) 
2."l have checked the bad-debt expense for sales made this past period and 
found that amount reasonable." 
(a) (b) (c) 
 
3. "I have performed an aging of all accounts receivable and found that amount 
reasonable." 
(a) (b) (c) 
Answers: 
1. a (Many board members mistakenly think reserves have something to do with cash 
or other liquid assets; they don't.) 
2. b (Required follow-up question: What about the adequacy of the reserve allowance 
for sales made before this past period?) 
3. c  
(Morse, 2004, p. 24) 
Rose & Rose (2008) also used Weil’s (Morse, 2004) Tough Questions test, but did not 
report any descriptive statistics on the results. Instead the results were used in a regression 
analysis where it was found there was a statistically significant interaction between financial 
knowledge and explanation sufficiency from the Tough Questions test.  
While some similarities are evident, overall, differences in the operationalisation and 
measurement of director financial literacy render the comparability of studies difficult, if 
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possible at all (Giacomino, Akers, et al., 2009; Giacomino, Wall, et al., 2009). For example, 
although Coates et al. (2007), Giacomino, Wall, et al. (2009), Rose & Rose (2008) and Weil 
(Morse, 2004) all used the Financial Literacy Quiz, each of them applied it in different ways. 
Rose & Rose (2008) used only 12 of the 25 questions in the Financial Literacy Quiz; while 
Giacomino, Wall, et al. (2009) required participants who were directors or undergraduate 
students to answer all 25 questions and participants who accounting majors answered only 12 
questions. It is not clear whether the 12 questions used by Rose & Rose (2008) were included 
in the 13 questions used by Giacomino, Wall, et al. (2009) for accounting majors.   
Concerns that the design of the test contributed to low scores, indicating high levels of 
‘illiteracy’, were also raised by Coates et al. (2007). For example, 12 of the 25 test items have 
more than one correct answer included in the response options. To be given credit for these 
questions, the participant must select all the ‘correct’ response options. It was noted that 
performance against these questions had the lowest scores. Also of concern was that some 
questions were designed to test more than one topic, which has implications for the validity 
of test items. These design issues, therefore, make it difficult to gauge the actual level of 
knowledge each participant has on the topics tested and the validity and reliability of 
measures used.  Looking more closely at the items being tested raises further issues. 
Concepts tested 
Giacomino, Akers, et al. (2009) reviewed three proprietary tests of director financial 
literacy – (1) Financial Literacy Quiz, as discussed above, (2) Financial Executives 
International (FEI) Quiz, and (3) Deloitte Basic Financial Literacy Self-assessment tool for 
audit committee members). They found that out of the 40 topics collectively covered by all 
three tests, only three topics were covered across all three tests: (1) basic concepts (revenue, 
materiality and matching), (2) earnings per share, and (3) impairment of assets. Following 
consultation with accounting experts Giacomino, Akers, et al. (2009) recommended that as a 
minimum tests of director financial literacy cover the following 14 topics: 
1. Basic concepts (revenue, materiality and matching); 
2. Earnings per share; 
3. Impairment of assets; 
4. Cash vs accrual; 
5. Pensions; 
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6. Income from continuing operations; 
7. Off-balance sheet financing; 
8. Bad debt expense; 
9. Extraordinary gains and losses; 
10. Accounting changes; 
11. Non-US GAAP earnings per share; 
12. Principles vs. rules; 
13. Contingencies; and 
14. Discounted operations. 
In reviewing the results from the three tests, they also provided empirical support for 
the view that directors lack the requisite financial capability for board work. Giacomino, Akers, et al. 
(2009) warned, however, that since “there is no consensus definition of financial literacy within 
the accounting profession” (p.31) these results should be used with caution.   
A comparison of Giacomino, Akers, et al.’s, (2009) recommended framework for 
literates and experts with the current edition of the Deloitte Fnancial Literacy Self-assessment 
Tool, the Financial Reporting Quiz and other sources identified in Chapter 1 reveals a 
divergence in views between scholars and practitioners (Table 2-12). Legal and regulatory 
requirements for director financial literacy (e.g. the Corporations Act 2001 and ASIC) 
generally associate director financial literacy with basic accounting concepts. The Financial 
Reporting Quiz (developed by the FRC and published on the ASIC website in 2014) and 
other knowledge tests, however, include more technincal and transactional level accounting 
concepts. Additionally, the scholarly studies reviewed in this chapter view director financial 
literacy as an invidual capability to support group needs, notably exercising the board’s 
control role. Yet the legal and practitioner literature presented in Chapter 1 frames director 
financial liteacy as supporting individual directors’ duties and obligations relating to solvency 
and  reporting.
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Table 2-12: Comparison of conceptual frameworks for financial literacy  
# Concept/Item 
Statutes Regulatory guidance Scholarly literature Practitioner 
Count 
Corporations 
Act 2001 
ACNC Act 
(Charities 
only) 
ASX CG 
Financial 
Reporting 
Quiz (ASIC, 
2014) 
Giacomino, 
Akers, et al. 
(2009) 
Giacomino, 
Akers, et al. 
(2009) 
Deloitte 
Center for 
Corporate 
Governan
ce (2013) 
FRC, 2012 
Survey 
Literate Expert  
1 Audit Opinion/Reports 1 1 - 1 2 2 - 1 6 
2 Cash flow statement 1 1 - - 1 2 -  4 
3 MD&A (Purpose & Content) or equivalent 1 - - - 2 2 1  4 
4 Balance sheet 1 1 - - - - 1  3 
5 Basic concepts (revenue, cost, etc.)/line items*   - - - 2 2 - 1 3 
6 Budget vs actuals 1 1 1 1 - - -  4 
7 Solvency 1 1 - 1 - - -  3 
8 Directors declaration 1 1 - - - - -  2 
9 Footnote disclosures/Notes 1 - - - 1 2 - 1 4 
10 Income statement 1 1 - - - - -  2 
11 Accounting policies, errors and estimates - - - 1 - - - 1 2 
12 Assets - - - - - - 1 - 1 
13 Consolidations 1 - - - 1 2 1 1 5 
14 Earnings per share - - - - 1 2 1  3 
15 Equity - - - - - - 1 - 1 
16 Gross margin - - - - 2 2 1  3 
17 Impairment of assets - - - - 1 2 1 1 4 
18 Income manipulation - - - - 1 2 1  3 
19 Liabilities - - - - - - 1 - 1 
20 Purpose of each financial statement and the relationships between them - - - - - - - 1 1 
21 Revenue recognition - - - - 1 2 1  3 
22 SEC/ASIC/ASX/ACNC Reporting requirements - - - - 1 2 1 - 3 
23 Segment reporting - - - - 1 2 1 1 4 
24 Shareholder equity - - - - 1 2 1  3 
25 Accounting changes - - - - 1 2 - - 2 
26 Bad debt expenses - - - - 1 2 - - 2 
27 Capacity to service debt - - - - - - - - 
 28 Cash vs accrual - - - - 1 2 - - 2 
29 Contingencies - - - - 1 2 - - 2 
30 Current assets - - - - 2 2 - - 2 
31 Current v non-current - - - 1 - - - - 1 
32 Deferred taxes - - - - 1 2 - - 2 
33 Disclosure rules - - - - - - 1 1 2 
 Chapter 2: Literature Review          59 
# Concept/Item 
Statutes Regulatory guidance Scholarly literature Practitioner 
Count 
Corporations 
Act 2001 
ACNC Act 
(Charities 
only) 
ASX CG 
Financial 
Reporting 
Quiz (ASIC, 
2014) 
Giacomino, 
Akers, et al. 
(2009) 
Giacomino, 
Akers, et al. 
(2009) 
Deloitte 
Center for 
Corporate 
Governan
ce (2013) 
FRC, 2012 
Survey 
Literate Expert  
34 Discontinued operations - - - - 1 2 - - 2 
35 Extraordinary gains/losses - - - - 1 2 - - 2 
36 Fair value - - - 1 - - - 1 2 
37 Fixed assets/non-current assets - - - - 1 2 - - 2 
38 Impairment - - - 1 - - - 1 2 
39 Income from continuing operations - - - - 1 2 - - 2 
40 Internal controls - - - - 1 2 - - 2 
41 Leases - - - - 1 2 - - 2 
42 Long-term liabilities - - - - 1 2 - - 2 
43 Metrics (ratios) - - - 1 - - 1 - 2 
44 Off-balance sheet financing - - - - 1 2 - - 2 
45 Pensions/superannuation - - - - 1 2 - - 2 
46 Principles vs rules - - - - 1 2 - - 2 
47 Purchase commitments - - - - 1 2 - - 2 
48 Reasonableness of  financial statement - - - 1 - - - - 1 
49 Reserves - - - - 1 2 - - 2 
50 Restructuring - - - - 1 2 - - 2 
51 Special purpose entities - - - - 1 2 - - 2 
52 Stock options - - - - 1 2 - - 2 
53 US GAAP sources - - - - 1 2 - - 2 
54 True and fair view 1 - - - - - - -- 1 
55 Accounting Standards generally - - - - - - - 1 1 
56 Adjustments - - - - - - 1 - 1 
57 Analysis of financial statements - - - - - - - 1 1 
58 Applicable accounting standards and issues - - - - - - - 1 1 
59 Balance sheet items* - - - - - - 1* - 1 
60 Business combinations - - - - - - - 1 1 
61 Contingent assets & liabilities - - - - - - - 1 1 
62 Depreciation and amortisation - - - - - - - 1 1 
63 Financial instruments - - - 1 - - - - 1 
64 Intangible assets - - - - - - - 1 1 
65 Internal control - - - - - - 1 - 1 
66 Inventories - - - - - - - 1 1 
67 Materiality - - - - - - 1 1 2 
68 Meaning of true and fair - - - - - - - 1 1 
69 Non-cash items - - - - - - 1 - 1 
70 Non-US GAAP earnings per share - - - - 1 2 - - 2 
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# Concept/Item 
Statutes Regulatory guidance Scholarly literature Practitioner 
Count 
Corporations 
Act 2001 
ACNC Act 
(Charities 
only) 
ASX CG 
Financial 
Reporting 
Quiz (ASIC, 
2014) 
Giacomino, 
Akers, et al. 
(2009) 
Giacomino, 
Akers, et al. 
(2009) 
Deloitte 
Center for 
Corporate 
Governan
ce (2013) 
FRC, 2012 
Survey 
Literate Expert  
71 Provisions - - - - - - - 1 1 
72 Quick ratio (acid test) - - - - - - 1 - 1 
73 Scope and limitations of the auditing process - - - - - - - 1 1 
74 Taxation - - - - - - - 1 1 
75 Changes in foreign exchange rates - - - - - - - 1 1 
76 Cookie jar reserve - - - - - - 1 - 1 
  Total No. of concepts/items 11 7 1 10 37 37 22 25  
X = unspecified level of knowledge required, 1 = basic knowledge, 2 = advanced knowledge and * specific concepts included in this item are also covered under other entries e.g. ‘Assets’ is 
also encompassed within ‘Balance sheet’. 
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2.4 SUMMARY 
This review of empirical studies into director financial literacy has revealed that after 
more than decade of research into this area the conceptualisation of director financial literacy 
remains weak. As such, uncertainty remains over the purpose, meaning and focus of director 
financial literacy. For example, it is not clear whether director financial literacy actually 
serves multiple roles or just the control role. Nor is it clear whether the knowledge domain is 
limited to accounting or encompasses broader financial knowledge covering investment, 
capital structure and other areas.  
Without clear conceptual boundaries it is not surprising, therefore, that questions also 
remain over what exactly each director must know and be able to do to be financially literate. 
We know that directors are meant to be able to ‘read and understand financial statements’ but 
we don’t know what specific concepts and cognitive skills are required to have this 
capability. Does each director need to know, for example, about detailed transactional and 
technical accounting methods for valuing assets as indicated by the Financial Reporting 
Council (2012) and Giacomino, Akers, et al. (2009); or is director financial literacy limited to 
a small number of basic financial concepts such as ‘assets’, ‘cash flow’ and solvency’ as 
indicated in Centro and by ASIC (1992 and 2014a)? Further, are directors, for example, 
expected to know how to calculate figures such as ratios, or is having a conceptual 
understanding of the meaning and implications of ratios sufficient?  
Where specific and direct measures (tests) of director financial literacy have been 
developed, there has been considerable variation in the items or concepts covered in these 
tests. This indicates that among the experts developing or using these tests there exists a 
divergence in views over what specific concepts each individual director must know to be 
financially literate. As noted above, Rose & Rose (2008) modified the test for their study, 
while Giacomino, Wall, et al. (2009), only administered part of the test to some of the 
participants (MBA accounting and finance majors). Furthermore, Giacomino, Akers and 
Wall’s (2009) comparison of three direct tests of director financial literacy revealed that of 
the 40 items or concepts covered by these tests, only three items were common to all tests.   
Directors performed poorly in the four studies where director financial literacy was 
directly measured through a test of knowledge (Coates et al., 2007; Giacomino, Wall, et al., 
2009; Morse, 2004; Vinnari & Näsi, 2013). But it is not clear what constitutes a ‘pass’ in any 
of the tests administered and, given the design issues associated with the tests (e.g. single 
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questions testing multiple concepts), the discriminant power of these tests is also 
questionable. Given all this, it is difficult to determine the appropriate scholarly and 
practitioner response where directors perform poorly against these tests. 
Finally, although three levels of capability have been referenced in the literature 
(financial expert, financial literate and financial illiterate) it is unclear what exactly 
distinguishes each of these levels from the others. For example, in the absence of appropriate 
measures, what are the indicators that a director is financially literate rather than financially 
illiterate; and what specific knowledge and skills distinguishes the capability sets across each 
of the three levels? 
2.5 ISSUES EMERGING FROM THE SCHOLARLY LITERATURE 
This chapter has demonstrated that although being recognised as a fundamental (and 
arguably universal) capability linked to economically significance corporate governance 
failures, director financial literacy remains a critical but elusive aspect of board research and 
practice. Despite over a decade of scholarly research, reform and public scrutiny, we still do 
not understand exactly what each director must know to be financially literate and whether 
each individual director actually has the requisite capability to do board work. It is, therefore, 
not surprising that scholars and practitioners agree that director financial literacy should be 
better defined, measured, and monitored (Ahrens, Catasús, & Johed, 2014; Carcello et al., 
2011; Carcello, Hollingsworth, & Neal, 2006; Coates et al., 2007; Financial Reporting 
Council, 2013; Giacomino, Akers, et al., 2009; Giacomino, Wall, et al., 2009; Rose & Rose, 
2008; Vinnari & Näsi, 2013).  
From a practical perspective, in the absence of clear definitions and guidance, 
individual directors and boards are left to interpret what is meant by ‘read and understand 
financial statements’ and use their discretion in determining what exactly they need to know 
Giacomino (Giacomino, Akers, et al., 2009). Lack of conceptual clarity has also hampered 
scholarly investigations into director financial literacy (Abbott et al., 2004; DeZoort & 
Salterio, 2001; McDaniel et al., 2002). For example, in considering the relationship between 
director financial literacy and audit committee effectiveness Abbott and colleagues (2004) 
explained that due to the difficulty of measuring director financial literacy they limited the 
scope of their research to “addressing the effect of the presence of financial expertise on the 
audit committee” (p. 10).  They also noted that director financial literacy is formally defined 
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as a skill, rather than professional background it is difficult to develop a measure from public 
information.  Rather it is something that requires a new and direct measure. 
At a deeper level, however, this situation points three immediate key challenges – (1) 
the framing issue that involves establishing the purpose director financial literacy serves (2) 
the identification issue which involves differentiating financial literates from illiterates, and 
(3) conceptual challenge of what specific capability is required of each director.  Once these 
issues are addressed then the measurement challenge of how director financial capability be 
directly, accurately and reliably measured can also be addressed.  Establishing a clear and 
shared conceptualisation of director financial literacy is, therefore, both a critical and 
necessary step in progressing the research agenda in this area and establishing a foundation 
from which direct, valid and reliable measures for verifying actual levels of director financial 
literacy can be developed. 
2.6 RESEARCH CHALLENGES 
A key challenge in the study of boards is establishing a generally agreed role set. A role 
set provides a clear purpose and fundamental frame for understanding aspects of corporate 
governance, including director financial capability. While the scholarly and practitioner 
literature generally positions director financial literacy as serving the control role and more 
specifically the task of monitoring management Carcello et al. (2011), it is also evident that 
director financial capability may support multiple roles and purposes. For example, Jeanjean 
and Stolowy (2009) observed that while financial capability may be applied to monitoring 
management through the financial reporting process it may also be applied to more forward 
thinking processes to support the strategy role.  
The framing of director financial literacy has also been challenged by differences in the 
unit of analysis applied in the literature. Fiduciary duties require director financial capability 
to be present and applied by each individual director, whereas regulatory regimes (e.g. ASX) 
and scholarly literature such as Coates et al. (2007) consider director financial capability at 
the group level such as the audit committee or board. To progress the research agenda it is 
necessary to establish clarity over the purpose and boundaries of director financial literacy. 
This includes consideration of whether and how specifically board role sets and legal duties 
frame the conceptualisation and measurement of director financial literacy at the individual 
(director) level and at the group (board) level. Thus, it is not clear how director financial 
literacy should be framed. 
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Another fundamental barrier is the apparent tension between the accounting and 
corporate governance experts over the extent of director financial literacy required (Financial 
Reporting Council, 2012). The findings of the Financial Reporting Council Survey on 
Director Financial Literacy (section 1.2.3), the Financial Reporting Quiz (section 1.2.3) and 
‘tests’ for director financial literacy developed by accounting firms and scholars (discussed in 
section 2.3.7), for example, suggest that financial experts believe director financial literacy 
includes a conceptual understanding of technical terms such as ‘contingent liabilities’ and 
‘derivatives’. While ASIC, the corporate regulator in Australia, describes director financial 
literacy as involving a broader set of skills and a more basic level of conceptual knowledge 
covering terms such as ‘balance sheets’ and ‘solvency’ (ASIC, 1992, 2014c, No date). So the 
question remains: what exactly does an individual director need to know?  If concepts are 
building blocks that allow knowledge to be constructed and applied (Blaikie, 2010), then 
what specific concepts must each individual understand to be a financially literate 
director?  
Although the type and extent of capability required for director financial literacy 
remains unclear, experts from all sectors agree that current levels of director financial literacy 
should be measured and improved (Financial Reporting Council, 2012; Giacomino, Akers, et 
al., 2009; Golding, 2012; Hill, 2012; Vinnari & Näsi, 2013). In the absence of a valid and 
reliable direct measure of director financial capability scholars and practitioners have 
generally inferred capability from director or board level demographic profiles. Some studies 
have applied instruments to measure ‘perceptions’ of financial capability (McDaniel et al., 
2002; Vinnari & Näsi, 2013). Such measures tend to focus on perceptions of what individuals 
think they know or should know but they offer limited insights into why participants hold 
certain views or the actual financial capability of an individual. A similar weakness is also 
found in the practitioner literature. For example, the results of the FRC’s 2012 Survey on 
Director Financial Literacy revealed that financial experts perceived the financial capability 
of directors to be lacking, particularly in relation to the more technical concepts. It was 
unclear, however, why these experts thought directors had difficulty in understanding 
particular concepts.  Thus, it is not clear how experts identify a financially literate 
director or distinguish a financially literate director from a financially illiterate director 
or financial expert.  
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2.7 RESEARCH QUESTIONS 
The purpose of this study was to unpack and explore the notion of director financial 
literacy so director financial literacy can be more clearly and precisely conceptualised and 
more accurately and reliably measures. To achieve this purpose it was necessary to first 
identify and articulate the boundaries of director financial literacy.  Given the divergence in 
experts’ views identified in the literature review, study participants included experts in boards 
and finance. By establishing boundaries for director financial literacy, it will then be possible 
to identify indicators for determining whether a director is financial literate and the specific 
concepts that each individual director needs to know. To focus this research the following 
three research questions were developed from the tentative questions (Table 1-2) and the 
literature review presented in this Chapter to guide the design and conduct of this research.   
1. How do experts frame director financial literacy (RQ1); 
2. How do experts identify a financially literate director (RQ2); and 
3. Which are the central financial concepts for directors to understand (RQ3)? 
These research questions were designed to address the research problem in three ways. 
Firstly, RQ1 sought to address the framing issue by providing insights into the purpose, 
meaning and scope the director financial capability required and identify whether a universal 
foundation level of financial capability exists.  Secondly, RQ2 sought to explore perception 
of director financial literacy to gain insights into how experts distinguish a financially literate 
director from the two other levels of director financial capability identified in the literature 
(i.e. expert and illiterate). It was anticipated that RQ2 would examine the conceptual and 
other challenges directors experience when dealing with financial information and developing 
or maintaining their capability.  And thirdly, RQ3 sought to establish an agreed conceptual 
framework or set of frameworks from which a valid, reliable and direct measure of director 
financial literacy can be developed and applied in Australia. 
2.8 SIGNIFICANCE  
By addressing these research questions in the Australian context this research seeks to 
contribute to the literature in two ways. First, by exploring in-depth what it means for a 
director to be financially literate it will assist with resolving some the conceptualisation and 
measurement challenges hampering further scholarly advancement in this area (Abbott et al., 
2004; Carcello et al., 2011; Coates et al., 2007; Financial Reporting Council, 2012; 
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Giacomino, Akers, et al., 2009; Giacomino, Wall, et al., 2009; Vinnari & Näsi, 2013). 
Second, by unpacking director financial literacy this research is an important and necessary 
first step in developing a valid, reliable and direct measure to verify the actual financial 
literacy of board directors in Australia.  
Given the assumed relationship between director financial literacy and governance 
failures, direct, accurate and reliable measures of director financial literacy could potentially 
help (i) regulators to codify and verify director financial literacy and (ii) support director 
education and development programs by highlighting whether and in which areas current and 
potential directors might need further financial training. By identifying the minimum critical 
financial concepts directors need to understand this research helps to focus such an endeavour 
and address the practical questions identified in Table 1-2.  
2.9 CONCLUSION 
This chapter presented a review of the extant scholarly literature and identified the 
research gap my study seeks to address. The chapter began by presenting an overview of the 
scholarly literature on board role sets and positioning the presence of director financial 
capability as a key component in board decision-making processes. Although the notion of 
director financial capability has become more important over recent years, weaknesses in the 
conceptualisation and measurement of this capability have hampered scholarly efforts. 
The unit of analysis within practitioner and scholarly literature has primarily focussed 
on the presence and criteria for designating financial experts on audit committees or boards.  
Very little attention has been paid to the financial literacy of each individual director. The 
literature review also revealed a possible divergence of views between the accounting and 
corporate governance experts in relation to the extent of capability required for director 
financial literacy. For example, financial experts seem to expect directors to have a stronger 
understanding of technical financial matters than appears to be required by the regulators 
(ASIC, 1992, 2014c; Coates et al., 2007; Financial Reporting Council, 2012; Giacomino, 
Akers, et al., 2009; McDaniel et al., 2002; Vinnari & Näsi, 2013). A goal of this research is to 
achieve agreement across expert domains within the field of boards, accountants and 
directors, so the research agenda in director financial literacy may progress and practical 
outcomes such as verification of actual director financial literacy may be achieved. 
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To assist with addressing the challenges associated with the conceptualisation and 
measurement of director financial literacy this study investigates the following questions 
within the contemporary Australian context:   
1. How do experts frame director financial literacy (RQ1); 
2. How do experts identify a financially literate director (RQ2); and 
3. Which are the central financial concepts for directors to understand (RQ3)? 
It is anticipated that by unpacking and exploring expert understandings of director 
financial literacy this research will contribute to providing a more robust framework for 
measuring and advancing scholarly investigations into this area. In terms of practical 
implications, this research is a first step in developing an agreed conceptual framework and 
clear articulation of the capabilities required for director financial literacy. As a result reliable 
measures can be developed and applied in a range of contexts including pre and post course 
assessments to evaluate the effectiveness of director education programs and for regulatory 
purposes to verify that directors serving on boards do indeed have the minimal requisite 
financial capability.  
The research design for exploring what each individual director must understand to be 
financially literate is presented in the next chapter.  
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Chapter 3: Research Design 
3.1 INTRODUCTION 
With an overview of the key literature relating to director financial literacy and a 
significant gap in the conceptualisation and measurement of director financial capability 
identified, this chapter presents the research design and specific method adopted to address 
the following research questions (RQs): 
1. How do experts frame director financial literacy (RQ1); 
2. How do experts identify a financially literate director (RQ2); and 
3. Which are the central financial concepts for directors to understand (RQ3)? 
This chapter begins with an overview of the post-positivist philosophical position and 
its influence on the approach adopted for this research. The research design is presented 
along with justification for the selection of a mixed method and more specifically, a Delphi 
study. A Delphi study is a group decision-making mechanism involving experts with a deep 
understanding of the issue under investigation – director financial literacy. The sampling 
method, data collection and analysis applied to the Delphi study are then described.  
Purposive snowball sampling with an a priori approach was used to recruit and select 
experts drawn from accounting and corporate governance domains. The Delphi study 
involved distributing a series of online questionnaires to experts over three successive rounds. 
The responses to each questionnaire were used to formulate the questionnaire for the next 
round. The questionnaires moved from open-ended questions requiring qualitative data 
analysis techniques to explore the notion of director financial literacy; through to closed 
questions requiring quantitative data analysis to determine the extent of expert agreement on 
the findings from Round One and Round Two. As such, the Delphi study is a mixed method 
(Adler & Ziglio, 1996; 2004; Pickard & Childs, 2007).  
The adoption of a mixed method study involving qualitative data collection and 
analysis across all rounds meant that it was more appropriate to apply qualitative criteria for 
assessing the methodological rigour of the research conducted. Thus, the trustworthiness of 
this research was assessed using qualitative criteria. For example, the qualitative criteria of 
credibility and dependability were applied rather than the equivalent quantitative criteria of 
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validity and reliability. This chapter concludes with a discussion of how potential limitations 
of the research design have been addressed.  
3.2 RESEARCH PARADIGM 
Questions relating to ‘truth’, ‘reality’, ‘knowledge’ and the relationship between the 
researcher and participants lie at the heart of methodological choices. Different researchers 
(knowingly or unknowingly) adopt different research paradigms that establish boundaries for 
conducting and interpreting research and acquiring knowledge (Denzin & Lincoln, 2008). 
Research paradigms are concerned with understanding how the researcher has come to 
understand a particular matter, in this case director financial literacy. A research paradigm 
encompasses the basic set of shared beliefs that inform and guide how the research 
community acquires knowledge and views research into the phenomena of interest (Goles & 
Herschhiem, 2000; Pickard & Childs, 2007). 
Three major research paradigms provide alternative frameworks for how we 
conceptualise and make meaning of social experience and reality – positivism, post-
positivism and Interpretivism (Pickard & Childs, 2007). These paradigms broadly represent 
points on a research continuum (Figure 3-1). 
 
Figure 3-1: Social science research continuum 
The choice of methodology and methods depends on the individual researcher’s world 
view and how they position themselves in relation to the object of their research 
(participants). To articulate a research paradigm Lincoln and Guba (1985) suggest researchers 
answer the following questions:  
1. What is the nature of reality? [The ontological question]; 
2. What is the nature of the relationship between the knower and the known? [The 
epistemological question]; and  
3. How can we come to know it? [The methodological question]. 
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To articulate my research paradigm this study extended Lincoln and Guba’s (1985) 
framework by incorporating the key elements of research design to conclude that a post-
positivist paradigm provided the best fit for this study on director financial literacy (Table 
3-1). 
Table 3-1: Key characteristics of the three major research paradigms in relation to director financial literacy 
Component Paradigm   
                
 
Positivism Post-positivism Interpretivism 
Research purpose 
What is to be 
produced? 
To predict, explain or control 
and frame general laws 
relating to the phenomenon of 
interest  (Lincoln & Guba, 
1985; Pickard & Childs, 
2007). 
To predict, control or explain 
and produce generalisations 
about the phenomenon of 
interest (Lincoln & Guba, 
1985; Pickard & Childs, 
2007). 
 
To understand or reconstruct 
and transfer the findings to 
other contexts  (Lincoln & 
Guba, 1985; Pickard & 
Childs, 2007). 
Ontology 
What is the nature 
of reality? 
Realism 
There is a tangible reality that 
exists independently of those 
creating the reality.  Social 
reality can exist just as 
physical reality exists in the 
natural world (Lincoln & 
Guba, 1985; Pickard & 
Childs, 2007). 
Critical realism 
There is an independent social 
reality but detecting this 
reality is inhibited by 
uncertainty and probability  
(Lincoln & Guba, 1985; 
Pickard & Childs, 2007). 
Relativist 
There are multiple constructed 
realities existing within the 
social contexts in which these 
realities are created. Such 
realities are context and time 
bound. Realties cannot exist 
outside the social context in 
which they were generated  
(Lincoln & Guba, 1985; 
Pickard & Childs, 2007). 
 
Epistemology 
What is the nature 
of the relationship 
between the knower 
and the known? 
Objectivist/Dualist 
The researcher and participant 
are independent of each other 
(dualism). As the ‘objective 
observer’ the researcher is a 
conduit of what is known but 
has no influence on it (Crotty, 
1998; Lincoln & Guba, 1985; 
Pickard & Childs, 2007). 
Modified dualist/objectivist 
It is accepted that 
independence is not always 
possible and that all 
discoveries are subject to 
interpretation. Acknowledging 
this ‘weakness’ it is the 
researcher’s responsibility to 
demonstrate objectivity via 
external validation checks. 
What is known, therefore is 
acceptable where checks 
verify its accuracy, etc. 
(Crotty, 1998; Lincoln & 
Guba, 1985; Pickard & 
Childs, 2007). 
 
Transactional/Subjectivist 
The results of the research are 
a product that is created from 
the interaction between the 
researcher and participant. 
Meaning is constructed 
through the research process. 
What is known, therefore, is a 
result of this interaction 
(Crotty, 1998; Lincoln & 
Guba, 1985; Pickard & 
Childs, 2007). 
 
Research strategy 
How can we 
discover or 
construct it? 
Deductive  
Hypothesis testing with 
variables identified prior to 
the research. Research seeks 
to establish the ‘truth’ of the 
hypothesis (Blaikie, 2007). 
Inductive/Deductive 
Theory is developed from the 
data which may in turn be 
tested (Blaikie, 2007). 
Inductive 
Theory emerges from the data. 
The data produced from 
research is analysed to 
develop theory. It is the 
reverse of deductive (Blaikie, 
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Component Paradigm   
                
 
Positivism Post-positivism Interpretivism 
2007). 
Methodology 
How do we 
investigate or learn 
about the world?  
Quantitative 
Variables are manipulated 
through experiments. Surveys 
or other methodologies may 
also be used. Statistical 
analysis is undertaken and 
laws or broad generalisations 
produced  (Lincoln & Guba, 
1985; Pickard & Childs, 
2007). 
Quantitative and qualitative 
Modified experimental 
manipulation and non-
experimental research may be 
conducted. 
There may be hypothesis 
testing but there is a stronger 
emphasis on the context in 
which research is undertaken. 
Statistical and qualitative data 
analysis are used. Any 
qualitative research requires 
rigorous methods and 
systematic enquiry  (Lincoln 
& Guba, 1985; Pickard & 
Childs, 2007). 
 
Qualitative 
Empathetic interaction. 
Researcher interacts with the 
object under investigation. 
Each construction of reality is 
investigated in its own right 
and interpreted by the 
researcher. Qualitative data 
analysis is used  (Lincoln & 
Guba, 1985; Pickard & 
Childs, 2007). 
 Analysis by variables Analysis by variables Analysis by case 
 Variables identified during 
research are analysed (Pickard 
& Childs, 2007). 
Variables identified during 
research are analysed (Pickard 
& Childs, 2007). 
The scope of the research is 
broad and is not concerned 
with specific cases (Pickard & 
Childs, 2007). 
 
Methods 
What specific 
techniques can we 
use? 
Closed-ended questions using 
pre-determined approaches 
and producing quantitative 
data. Examples include 
questionnaires and tests 
(Crotty, 1998; Lincoln & 
Guba, 1985). 
May use a mix of open-ended 
and closed questions using 
pre-determined approaches. 
Quantitative and qualitative 
data is produced and analysed. 
Examples could include the 
sequential application of 
open-ended questionnaires, 
focus groups or interviews 
followed by closed-
questionnaires, experiments 
and tests (Crotty, 1998; 
Lincoln & Guba, 1985). 
 
Open-ended questions with 
approaches to collection and 
analysis emerging as research 
is conducted. Examples 
include focus groups and 
interviews (Crotty, 1998; 
Lincoln & Guba, 1985). 
Validity 
How do we evaluate 
the quality of the 
research? 
Validity procedures include 
replication, audit trails and 
reference to statistical 
standards (Lincoln & Guba, 
1985). 
Validity procedures seek 
quantitative equivalence and 
include member checking, 
triangulation and audit trails 
(Hasson & Keeney, 2011; 
Lincoln & Guba, 1985). 
Validity procedures for 
trustworthiness and 
authenticity of research 
include: rich, thick 
description, researcher 
reflexivity, peer debriefing 
and prolonged engagement in 
the field (Lincoln & Guba, 
1985). 
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The purpose of my study was to explore the meaning, purpose and scope of director 
financial literacy so a broad framework for understanding this concept can be established. A 
key assumption of this study was that although there exists a fundamental level of director 
financial literacy, this reality may be influenced by professional discipline and experience. As 
discussed in section 2.3.7 experts in the field hold divergent views on what specific concepts 
directors need to understand to be financially literate. My research was, therefore, conducted 
from the ontological perspective of critical realism. It was not expected that this study would 
develop an absolutely definitive and clear articulation of director financial literacy. It was, 
however, expected that by drawing on statistical methods and determining thresholds for 
agreement, it was possible to establish a shared understanding sufficient to progress scholarly 
and practitioner work in this area.  As this is an exploratory study it required interaction 
between myself as the researcher and study participants. This interaction included the 
interpretation of data and the extent to which participants’ views converged or diverged. It 
was also anticipated that this exploratory study would involve at least the collection and 
analysis of some qualitative data and require various checks to demonstrate and provide 
assurance that the research was trustworthy. Thus, from an epistemological perspective my 
position was modified dualist/objectivist. 
With little extant theory or data available on director financial literacy the research 
strategy needed to begin with inductive research with emerging ideas tested with participants 
to determine the extent of agreement on those ideas. Given this, it was anticipated that 
statistical and other quantitative methods would also be required to measure agreement and 
identify any group-based differences of opinion (e.g. by expertise and sector) as was found in 
the FRC 2012 Director Financial Literacy Survey (section 1.2.3) and the study conducted by 
Vinnari and Näsi (2013) (section 2.3.2). Thus, a mixed method study with validity checks 
appropriate to the data collected and the exploratory purpose of my study were required. 
Overall, the selection of a post-positivist paradigm was influenced by the emergent nature of 
scholarly research into director financial literacy.  
3.2.1 Prior state of knowledge and the research paradigm 
In considering the internal consistency of research design in the field of management 
Edmonson and McManus (2007) posit that the maturity of research in the area of interest may 
“enhance or diminish the ability to address particular research questions” (p. 1176). As such, 
management research may be conceptualised as a continuum moving from nascent through to 
intermediate and mature states. Researchers achieve methodological fit through “logical 
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pairings between methods and the state of theory development” (p. 1177). As demonstrated 
in Chapter 2 there is a paucity of prior scholarly knowledge on director financial literacy and 
as such, it falls within the nascent end of Edmonson and McManus’ (2007) continuum (Table 
3-2).  
Table 3-2: Theory in management research continuum 
State of prior theory 
and research 
Nascent Intermediate Mature 
 “proposes tentative answers 
to novel questions of how and 
why, often merely suggesting 
new connections” (p. 1158). 
 “presents provisional 
explanations of phenomena, 
often introducing a new 
construct and proposing 
relationships between it and 
established constructs’ one or 
more tentative constructs” (p. 
1158). 
Has “well-developed 
constructs and models that 
have been studied over time 
with increasing precision by a 
variety of scholars, resulting 
in a body of work consisting 
of points of broad agreement 
that represent cumulative 
knowledge gained” (p. 1158).   
Research questions Open-ended inquiry about the 
phenomenon of interest. 
Proposed relationships 
between new and established 
constructs. 
Focussed questions and/or 
hypotheses relating existing 
constructs. 
Type of data 
collected 
Qualitative, initially open-
ended data that need to be 
interpreted for meaning. 
Hybrid (both qualitative and 
quantitative). 
Quantitative data; focussed 
measures where extent or 
amount is meaningful. 
Illustrative methods 
for collecting data 
Interviews; observations; 
obtaining documents or other 
material from field sites 
relevant to the phenomenon 
of interest. 
Interviews; observations; 
surveys; obtaining material 
from field sites relevant to the 
phenomenon of interest. 
Surveys; interviews or 
observations designed to be 
systematically coded and 
quantified; obtaining data 
from field sites that measure 
the extent or amount of 
salient constructs. 
Constructs and 
measures 
Typically new constructs, few 
formal measures. 
Typically one or more new 
constructs and/or new 
constructs. 
Typically relying heavily on 
existing constructs and 
measures. 
Goal of data 
analyses 
Pattern identification. Preliminary or exploratory 
testing of new propositions 
and/or new constructs. 
Statistical inference, standard 
statistical analyses. 
Data analysis 
methods 
Thematic content analysis 
coding for evidence of 
constructs. 
Content analysis, exploratory 
statistics and preliminary 
tests. 
A supported theory that may 
add specificity, new 
mechanisms, or new 
boundaries to existing 
theories. 
Theoretical 
contribution 
A suggestive theory, often an 
invitation for further work on 
the issue or set of issues 
opened up by the study. 
A provisional theory often 
one that integrates previously 
separate bodies of work. 
Specific theoretical models 
and precise quantitative 
measures. 
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According to Edmonson and McManus (2007) where a researcher seeks to address 
research questions in which there is very little prior knowledge:  
initial steps must be taken to explore and uncover new possibilities before useful 
quantitative measures can be informative. Subsequent studies building on an 
accumulation of early qualitative work, are better able to conduct preliminary 
statistical tests of emergent theoretical ideas 
The research design for the current study, therefore, sought to achieve methodological 
fit within the context of a nascent state of research and theory. It included open-ended 
enquiry for the purpose of identifying patterns in expert perceptions of the meaning, purpose 
and content of director financial literacy. It also provided suggestions for advancing research 
in this area. 
3.3 RESEARCH DESIGN  
In articulating the research paradigm several principles for guiding the research design 
emerged (Table 3-3). Given the post-positivist stance for this research and the nascent state 
of director financial literacy research an exploratory mixed methodology was determined to 
be the most appropriate research strategy for this study. It began with a qualitative approach 
to establish an understanding of how director financial literacy may be conceptualised. The 
study then transitioned to a quantitative approach to facilitate the iterative development of 
expert consensus on the conceptual framework required for director financial literacy. As 
experienced in the development of conceptual frameworks in other disciplines (Goldman et 
al., 2010; Osborne et al., 2003; Streveler et al., 2011), selecting a method that enabled the 
calculation of the extent of participant agreement on the issues being considered was a 
particularly important foundation for the future development of a direct, reliable and valid 
measure of director financial literacy. 
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Table 3-3: Paradigm design principles providing the philosophical rationale for this study 
Post-positivist paradigm elements Design principle 
Critical realism ontology (Table 3-1) 
(Lincoln & Guba, 1985; Pickard & Childs, 
2007) 
• Acknowledgement that ‘director financial literacy’ exists and is 
discoverable through research. 
Inductive research strategy with elements 
of a deductive strategy (Table 3-1) 
(Blaikie, 2007) 
• Given the nascent state of research in director financial literacy 
this study was primarily but not exclusively inductive and limited 
to producing a conceptual framework for verification and testing 
in subsequent studies. Inductive research involves developing 
theory from observations for the purpose of identifying patterns 
and propositions from which subsequent research may be 
undertaken.   
Mixed methodology (Table 3-1) 
(Lincoln & Guba, 1985; Pickard & Childs, 
2007) 
• A mixed method approach was necessary to both explore director 
financial literacy, identify variables and establish conceptual 
agreement among experts. 
• Open-ended questionnaires (Table 
3-1)  
(Crotty, 1998; Lincoln & Guba, 1985) 
o The method needed to begin with a qualitative approach 
to explore the notion of director financial literacy, 
examine the scope of meaning of ‘director financial 
literacy’ and identify patterns associated with the notion 
of director financial literacy.  
• Closed questionnaires (Table 3-1) 
(Crotty, 1998; Lincoln & Guba, 1985) 
o The method needed to then to use a quantitative 
approach to review and refine views to establish an 
agreed conceptual framework for director financial 
literacy. 
Modified dualist/Objectivist epistemology 
(Table 3-1) 
(Crotty, 1998; Lincoln & Guba, 1985; 
Pickard & Childs, 2007) 
• Validity checks were necessary to enable community acceptance 
of the study and its findings. Where data was qualitative these 
validity checks needed to seek quantitative equivalence. 
Nascent state of research (Table 3-2) 
(Edmonson & McManus, 2007) 
• The scholarly contribution will be suggestive and open the 
research agenda in this area 
3.3.1 Method selection 
While the research design principles provided the overarching framework for 
identifying methods, more specific criteria were required to establish an optimal approach to 
data collection and analysis. This approach was informed by the practitioner (Chapter 1) and 
scholarly (Chapter 2) literature reviews which revealed there were be divergent views within 
the expert domains dominating research and practice relating to director financial literacy. 
For example, there was divergence within the literature about the specific type of financial 
capabilities required such as, accounting capability only or boarder financial capabilities 
(Abernathy et al., 2012; Dhaliwal, Naiker, & Navissi, 2010; Goh, 2009). Further, there were 
divergent views over the depth of capability required (ASIC, 2014b; Coates et al., 2007; 
Financial Reporting Council, 2012; Giacomino, Akers, et al., 2009; Giacomino, Wall, et al., 
2009). For example, in its guidance for directors ASIC described the capability required as a 
basic and broad understanding of financial statements. Yet the Financial Reporting Quiz and 
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the content of the FRC 2012 Director Financial Literacy Quiz identified a mix of basic 
through to more technical concepts.  
Based on these considerations, the expert domains included in my study were 
accountants, board directors and educators in corporate governance. Educators were 
explicitly included on the premise that through their experience with teaching finance to 
directors and students, they would provide interesting insights into the knowledge required, 
the concepts novices experience difficulty with understanding and potential patterns of 
misconception. Accountants and governance experts (directors) were included because these 
two groups dominated the scholarly and practitioner literature. 
In designing this research it was assumed that participants drawn from the expert 
domains with current experience in director financial literacy would be time-poor and hold 
positions of social power and influence (Daily et al., 2003; Pettigrew, 1992; Westphal & 
Graebner, 2010). Thus a method “designed to improve the richness of discussions and reduce 
the opportunity for one or two people to dominate” was sought (Finkelstein & Mooney, 2003, 
p. 111). To counter context-specific influences on the conceptualisation of director financial 
literacy participants needed to be drawn from a variety of contexts (Pickard & Childs, 2007). 
While exploration was a critical first step in this research, the method adopted also 
needed to facilitate expert reflection, evaluation and judgement. That is, the method needed to 
facilitate agreement on the conceptualisation of director financial literacy across the three 
expert domains identified in the literature review (Carcello et al., 2011; Coates et al., 2007; 
Financial Reporting Council, 2013; Giacomino, Wall, et al., 2009) – accountants, directors 
and educators in corporate governance. In line with the post-positivist stance, sufficient 
validity checks also needed to be established (Crotty, 1998; Pickard & Childs, 2007). 
Based on the considerations outlined above and the research principles in Table 3-3 a 
set of selection criteria were developed (Table 3-4).  The purpose of these criteria was to 
provide a clear and accountable basis for selecting a research method for this study. Applying 
the criteria to a review of the research method literature resulted in six methods being 
identified as potentially meeting the research purpose and criteria. These methods were 
surveys, interviews, focus groups, nominal group technique, convergent interviews and the 
Delphi method. Based on this analysis the Delphi method was selected as the method most 
suitable for this study. 
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Table 3-4: Evaluation of methods for this study
Requirements for current 
research into director 
financial literacy 
Surveys 
(Creswell, 
2009; Marshall 
& Rossman, 
2011; Pickard 
& Childs, 
2007) 
Interviews 
(Marshall & 
Rossman, 
2011; Patton, 
1990; 
Pickard & 
Childs, 2007) 
 
Focus groups  
(Creswell, 
2009; 
Marshall & 
Rossman, 
2011; 
Pickard & 
Childs, 2007) 
Nominal 
group 
(Delbecq, 
Van de Ven, 
& Gustafson, 
1986; Okoli 
& 
Pawlowski, 
2004; 
Pickard & 
Childs, 2007) 
Convergent 
interviews  
(Rao & 
Perry, 2003; 
Riege & 
Nair, 2004; 
W. Williams 
& Lewis, 
2005) 
Delphi 
method 
(Delbecq, 
Van de Ven, 
& Gustafson, 
1975; 
Delbecq et 
al., 1986; 
Linstone & 
Turoff, 2002; 
Okoli & 
Pawlowski, 
2004; 
Pickard & 
Childs, 2007) 
1. Flexibility for 
participants 
√ √  √ √ √ 
2. Enables geographically 
distant participants to 
contribute to the study 
√ √    √ 
3. Time-efficient for 
participants 
√   √  √ 
4. Individual responses to 
all questions √ √  √ √ √ 
5. Generation of thick 
descriptions 
√ 
Open-ended 
questions 
√ √  √ √ 
6. Stimulates idea 
generation and 
discussion 
  √ √ √ √ 
7. Idea generation 
separated from 
evaluation 
√ √ √ √ √ √ 
8. Facilitates expert 
interaction over content   √ √ √ √ 
9. Control group effects 
such as individual or 
domain domination 
√ √   √ √ 
10. Facilitates agreement 
among experts   √ √ 
√ 
(indirect) 
√ 
 
11. Facilitates group 
ownership of the result 
  √ √  √ 
12. Accountable and 
documented process √ √ √ √ √ √ 
13. Incremental member 
checks of data √ √ √ √ √ √ 
14. Achievable within 
resources, including 
time 
√ √ √ √  
√   
(if ≤ 4 
Rounds) 
15. Minimum participant 
education on the 
method 
√ √ √    
16. Minimum 
administrative burden 
on the researcher 
√  √    
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Three key drawbacks were associated with Delphi studies – (1) participants’ lack of 
knowledge and experience with the method; (2) the additional administration required; and 
(3) time constraints. While Delphi studies have been extensively used for the development of 
conceptual frameworks (Goldman et al., 2010; Osborne et al., 2003; Streveler et al., 2011), 
the technique has not been widely used in corporate governance. Participants drawn from the 
three expert domains (accountants, directors and educators), therefore, would be less familiar 
with Delphi studies than other methods such as interviews and surveys. In conducting a 
Delphi study it was necessary, therefore, to educate experts on the purpose, approach and 
value of the method. Secondly, the additional requirement of preparing and disseminating 
progressive reports on findings along with responding to feedback from experts would 
substantially increase the administrative workload compared to other methods.  And finally, 
given the large volume of administrative work and the potentially large volume of data 
collection and analysis to be completed, had the Delphi study continued beyond four rounds, 
then it would not have been achievable within eight month period scheduled for this study. 
On the whole, however, as shown in Table 3-4, the advantages of using a Delphi study 
for this study outweighed the disadvantages. The following section discusses in more detail 
how the Delphi study met the research purpose and questions. 
3.3.2 Overview of the Delphi method 
The Delphi method derives its name from the Ancient Greek oracle and was developed 
in the 1950’s by the Rand Corporation as a means for forecasting and solving complex and 
ambiguous problems (McLeod & Childs, 2007).  It involves distributing a series of online 
questionnaires to experts over successive rounds. At the completion of each round, the 
responses are de-identified, collated and distributed back to experts for individual review, 
reflection and feedback. The results of each round are also used to formulate the 
questionnaire for the next round. The rounds continue until an acceptable level of consensus 
has been reached within the panel. Questionnaires move from open-ended questions requiring 
qualitative data analysis techniques through to closed questions requiring quantitative data 
analysis to determine the extent of consensus within the panel. As such, it is a mixed method. 
A single application of the method with the same group of experts is referred to as a ‘Delphi 
study’ (Adler & Ziglio, 1996; Pickard & Childs, 2007). 
Most Delphi studies are conducted over three to four rounds. Delphi Studies separate 
idea generation or exploration during Round One from evaluation during Round Two and 
 Chapter 3: Research Design   79 
judgement which usually occurs in Round Three. Where polarity of views are evident it may 
be necessary to undertake further rounds to uncover and evaluate the grounds for divergence 
(Adler & Ziglio, 1996; Dajani, Sincoff, & Talley, 1979).   
Delphi studies reveal patterns in perception through an iterative series of debates and 
interactions between participants. They encourage individual perspectives while striving 
towards a consensus. Delphi studies are suitable in situations where the focus of research 
“does not lend itself to precise analytical techniques” (Adler & Ziglio, 1996, p. 2) and there is 
little extant research in the area (nascent research) (Adler & Ziglio, 1996).  A key advantage 
of Delphi studies is that by focussing on the collective views of the panel, they reduce bias 
stemming from individual experiences and expertise. As participation is anonymous, Delphi 
studies also minimise group effects (e.g. dominant individuals, agenda pushing and early 
judgements about comments) while allowing each participant to contribute their views when 
and how they wish to do so. Delphi studies, therefore, allow all members to be heard (Nelson, 
Geist, Miller, Streveler, & Olds, 2007). Although experts remain anonymous to each other 
until the completion of a Delphi study, each expert has access to anonymised contributions of 
other members of the panel (Pickard & Childs, 2007). Thus, experts are able to evaluate the 
progressive development of ideas and agreement (or disagreement) within the panel. 
3.4 DESIGN OF THE DIRECTOR FINANCIAL LITERACY DELPHI STUDY 
There are many research design choices relevant to Delphi studies. Such choices relate 
to data collection rules and procedures, sampling methods, ethics, recruitment, panel 
composition, rounds, questionnaires, consensus, feedback and research quality procedures 
(Pickard & Childs, 2007). These design choices can affect the quality and community 
acceptance of the research (Worrell, Di Gangi, & Bush, 2013). The rationale for each of the 
key design choices for my study are discussed in the following sections. 
3.4.1 Rules and procedures 
The trustworthiness of results from a Delphi study rely, in part, on the control of data 
collection. Adherence to the Classic Delphi study rules is necessary for controlling data 
collection across all rounds and to achieve consensus (Pickard & Childs, 2007). The rules and 
the procedures derived from these rules and applied to this study on director financial literacy 
are shown in Table 3-5.  
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Table 3-5: Classic Delphi study rules 
Data collection rules  How the rule will be included in this Delphi Study 
1. Only use experts  
To maintain the integrity and credibility of the panel and 
findings (Pickard & Childs, 2007). 
• Sampling and recruitment limited participation to 
experts meeting the selection criteria outlined in 
sections 3.4.2, 3.4.4 and 3.4.5. 
2. All data must be collected in writing directly from 
each of the panel members  
That is, in the panel member’s own words (Pickard & 
Childs, 2007).. This contributed credibility and 
transferability.  
• Questionnaire design, instructions and distribution 
processes ensured this rule was met (section 3.4.7).  
3. Apply a systematic attempt to reach consensus  
Need to be clear, therefore, on how to deal with maverick 
comments, those that simply don’t fit or those that conflict. 
(Pickard & Childs, 2007).This contributed to dependability 
and confirmability. 
• Questionnaire design and instructions forced voting 
from round 2 onwards (section 3.4.7).  
• Used benchmarks for statistical cut-offs set prior to 
study (e.g. a mean, median and mode greater than 4 
on 7-point scale) (section 3.4.9).   
• Feedback processes designed to exclude any 
inappropriate, irrelevant and offensive comments 
(section 3.4.7). This was not an issue, however. 
• An offline complaints mechanism approved by the 
QUT Human Research Ethics Committee was 
established to resolve disputes. No complaints were 
received. 
4. Panel members remain anonymous 
Knowledge of membership and attribution of comments 
needed to be kept anonymous. The aim was to ensure open, 
honest and relevant answers and to control individual or 
domain domination. Each participant had equal status and 
influence in the panel through the logic of argument rather 
than name recognition and association (Pickard & Childs, 
2007). This contributed to credibility. 
• All communications maintained anonymity. In 
preparing feedback reports any identifying 
information such as names, dates, places and 
organisations were removed (sections 3.4.5 and 
3.4.8). 
• To facilitate public credibility while maintaining 
anonymity during the Delphi study the permission of 
each individual participant to be publicly 
acknowledged after the completion of the study was 
sought (section 3.4.5).   
5. Use at least two rounds of consultation   
This involves at least one round of idea generation and one 
round of evaluation This 
contributed to credibility. 
• Research design and questionnaire design included at 
least three rounds. Idea generation was the focus in 
the first round through an open-ended opinion 
questionnaire. Evaluation and justification of 
responses outside the norm was incorporated into the 
questionnaires for subsequent rounds (section 3.4.5).    
6. Introduce quantitative component from round two 
Otherwise it is best to hold separate or multiple Delphi 
studies to deal with specific topics or issues. Introducing 
the quantitative aspects (ranking, voting, etc.) facilitates 
the efficient transition toward consensus. This contributed 
to confirmability and dependability (Streveler et al., 2011). 
• Questionnaire design included closed questions from 
round 2 onwards (section 3.4.6).  
• Used benchmarks for statistical cut-offs set prior to 
study (e.g. a mean, median and mode greater than 4 
on 7-point scale) (section 3.4.9).   
7. Seek agreement 
Consensus is the most common outcome, but occasionally 
divergence is the only result (Dajani et al., 1979; Pickard 
& Childs, 2007; Streveler et al., 2011; von der Gracht, 
2012). This contributed to transferability and 
confirmability. 
  
• Tested in pilot (section 3.4.7).   
• Questionnaire design and instructions encouraged 
consensus building.  
• Used benchmarks for statistical cut-offs set prior to 
study (e.g. a mean, median and mode greater than 4 
on 7-point scale) (section 3.4.9).   
8. Provide timely feedback to panellists  
Results were made available to panellists as soon as 
possible allowing them an opportunity to read, reflect and 
• Feedback provided to participants within 2 to 3 weeks 
of the closure of each round (section 3.4.8).    
• Participants will be provided access to this thesis and 
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Data collection rules  How the rule will be included in this Delphi Study 
use the feedback when responding to subsequent 
questionnaires (Linstone & Turoff, 2002; Pickard & 
Childs, 2007). This contributed to credibility and 
confirmability. 
any publications related to the Delphi study.  
9. Reflection and review of ideas encouraged  
This provided peer review and assisted with moving 
towards agreement (Linstone & Turoff, 2002). This 
contributed to credibility and transferability. 
• Feedback provided to participants within 2 to 3 weeks 
of the closure of each round (section 3.4.8).     
• In the design of the questionnaire evaluation and 
justification of responses outside the norm for 
subsequent rounds was requested (section 3.4.7).  
• Instructions and questions included statements along 
the lines of ‘What do you think is meant by…’  
• Participants were invited to provide additional 
comments or suggestions in the comment boxes 
provided throughout each questionnaire and at the 
conclusion of each questionnaire. 
10. Responses need to be justified  
Justifications for responses, especially where there was 
disagreement to assist others with understanding why a 
panellist held a particular view and identify between group 
differences (Adler & Ziglio, 1996; Linstone & Turoff, 
2002; Pickard & Childs, 2007). This contributed to 
credibility and transferability. 
• Encouraged experts to provide explanations, 
examples and justifications for their responses 
through the inclusion of comment boxes throughout 
the questionnaire. 
3.4.2 Sampling method 
Selecting the right experts for panel is the ‘linchpin of the method’ (Green, Jones, 
Hughes, & Williams, 1999, p. 200). A distinguishing feature of the Delphi method is that 
participation is limited to experts. Delphi studies are a group decision-making mechanism for 
experts with a deep understanding of the issue under investigation. Delphi studies, therefore, 
do not rely on statistical sampling techniques (Okoli & Pawlowski, 2004). Based on a review 
of the practitioner (Chapter 1) and scholarly literature (Chapter 2) there were three main 
expert groups associated with director financial literacy – accountants, directors and 
educators in accounting and corporate governance. Given the nature of Delphi studies and the 
findings from the literature review, purposive snowball sampling with an a priori approach 
was used to recruit and select members of the panel. The suitability of each potential 
participant was assessed against criteria developed for each of the three expert groups. 
The mandatory selection criteria for accountants were: 
1. Accounting knowledge as demonstrated through acquisition of formal post-graduate 
qualifications in accounting, auditing or finance; and 
2. At least 5 years’ experience as a practitioner or advisor in accounting, auditing or 
finance; or 
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3. Recognised professional credibility through current professional membership in 
leading associations within subject areas, including Certified Practising 
Accountants (CPA) Australia and the Institute of Chartered Accountants Australia 
(ICAA). Membership must be at least 5 years at the professional level. 
The mandatory selection criteria for directors were: 
1. Within the past 10 years at least a total of 5 years’ experience as a director on 3 or 
more boards. 
The mandatory selection criteria for educators were:  
1. Experience in developing, delivering, assessing and reviewing formal director-level 
education with Australian Institute of Company Directors (AICD), Governance 
Institute of Australia (GIA), Australian Institute of Management (AIM) or 
university courses in business.  
3.4.3 Ethics approval 
The Delphi Study met the criteria of a Low/Negligible risk research project. 
Accountants, directors and educators generally have significant agency and power in decision 
making (Daily et al., 2003; Pettigrew, 1992; Westphal & Graebner, 2010), and as such they 
were not regarded as a vulnerable group. 
A potential risk was that participants may have experienced some discomfort from the 
questions in the Delphi study and the controlled feedback. It was anticipated that any 
discomfort would be minimal, and not beyond any discomfort experienced in normal 
everyday living. The Queensland University of Technology (QUT) Human Research Ethics 
Committee approved the Delphi study in March 2014 (approval number 1400000157).  
3.4.4 Recruitment of the panel 
The aim of the Delphi study was to explore expert perceptions of director financial 
literacy. It was, therefore, important to recruit experts drawn from all three expert domains – 
accountants, directors and educators. The sample also needed to have a sufficient to number 
of experts to reach data saturation and consensus.  A list of 90 individual names was 
generated initially from experts in director financial literacy affiliated with the QUT School 
of Business and expanded further through snowball sampling. Sixty potential individuals 
were invited to participate in the study. While there are no set rules for determining the 
sample size, drawing on the experience of previous Delphi studies it was concluded that this 
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study required 20 to 30 experts with at least an additional margin of 10% to allow for expert 
attrition and casual participation in the Delphi study (Goldman et al., 2008; Gupta & Clarke, 
1996; Linstone & Turoff, 2002; Nelson et al., 2007; Okoli & Pawlowski, 2004; Pickard & 
Childs, 2007; Streveler, Olds, Miller, & Nelson, 2003). Thus, the sample size sought for this 
study was 22 to 33 responses per Round and across the whole study. 
Delphi studies are iterative and work well where experts are committed to participating 
in the full duration of the study and within the rules of engagement (Goldman et al., 2010; 
Gupta & Clarke, 1996; Linstone & Turoff, 1975; Okoli & Pawlowski, 2004; Pickard & 
Childs, 2007).  The commitment required of each expert was flagged in the initial invitation, 
acceptance and participant information sheet (Appendix A).  It was explained upfront that the 
duration of the Delphi study depended on the number of rounds required to achieve 
agreement. Experts were asked to contribute approximately two to three hours of their time 
over two to five months to complete the online questionnaires and review and respond to 
feedback reports. Based on pilot test findings, the experts were also advised that each 
questionnaire would take 15 to 30 minutes to complete and submit online. This expectation 
was generally met. Each expert was free to choose whether and how much he or she 
contributed to each round and they could withdraw from the study at any time without 
penalty or the need to provide notification.  
Submission of each questionnaire was accepted and acknowledged as consent to 
participate in the Delphi study. Each expert who submitted a questionnaire consented to 
participation. Individual consent was given for all rounds in which each expert participated in 
the Delphi study. 
3.4.5 Composition of the panel 
By the commencement of Round one of the Delphi study 35 experts had agreed to 
participate in the Delphi study. Due to the delayed effects of snowball sampling a further four 
experts joined the panel from the second round. The response rate over the Delphi study 
increased over the three rounds from 80% (28 out of 35 experts) in Round One; to 82% (32 
out of 39 experts) in Round Two; and peaked at 85% (33 out of 39 experts) in Round Three. 
By the completion of the Delphi study 67% of the experts (26 of the 39 experts) had 
participated in all three rounds of the Delphi study. Four experts who had agreed to 
participate in the Delphi study did not submit responses to any of the three rounds. 
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Nonetheless, the sampling objective of 22 to 33 experts had been achieved for each Round 
and across the whole Delphi study. 
Each expert was asked to evaluate their own expertise and sector experience. The 
breakdown of experts by primary professional expertise indicated that most experts 
participating in each of the three rounds and across the Delphi study as a whole self-identified 
as ‘directors’ (Figure 3-2). This uneven grouping was noted for consideration when 
undertaking quantitative analysis from Round Two onwards. Group-based statistical tests 
were therefore included in the analysis of the quantitative data collected in Rounds Two and 
Three. These analyses revealed some statistically significant (p < .05) group-based influences 
on the rating of items in Round Two. These items were incorporated into the design of the 
Round Three questionnaire. By the end of Round Three group-based differences in the rating 
of two items had been identified, but noted as differences in the extent of agreement rather 
than a disagreement in views.  
Figure 3-2: Breakdown of experts' primary area of professional expertise 
 
 
Instead of selecting one of the three expert group options (accountant, director or 
educator) five experts opted to select the ‘other’ option and provided a description of their 
experience. Where this occurred I mapped each expert’s expertise to the three expert groups 
using the selection criteria in section 3.4.2. The mapping is shown in Table 3-6.  
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Table 3-6: Mapping of 'other expertise' to the study expertise groups 
Self-identified area of expertise Assigned to study expert group 
• Lawyer • Director 
• legal and practising director • Director 
• A researcher and commentator on charity and non-profit sector issues • Educator 
• Investment Professional • Accountant 
• previous board member on small non profit foundation and also disability 
charity 
• Director 
 
To gauge the potential influence of the different purposes of the three broad economic 
sectors (for-profit, non-profit and public sector) experts were also asked to identify the sector 
in which they had the most experience (Figure 3-3). The breakdown of experts by sector 
indicated that most experts participating in each of the three rounds and across the Delphi 
study as a whole self-identified as primarily working in the ‘non-profit sector’. Thus, as was 
found with expertise, between groups analysis based on sector would also be required from 
Round Two onwards. 
Figure 3-3: Breakdown of experts' primary sector-based experience 
 
 
To protect the anonymity of experts for the duration of the Delphi study, each expert 
was assigned an expert identifier. The identifier was assigned sequentially in order of 
submission. The identifier was Ennn (E = Expert and nnn = the number assigned to each 
expert by order of participation in the study). E001 was excluded from any analysis as it was 
used for testing purposes only.  
11 9 10 11 
6 
6 6 
6 
18 
18 16 
11 
0
5
10
15
20
25
30
35
All Rounds Round 3 Round 2 Round 1
Forproft Government Nonprofit
 86 Chapter 3: Research Design 
At the completion of the Delphi study participants were also asked to provide their 
written consent to be publicly named as participants in this study. Twenty-seven (77%) of the 
35 experts who contributed to the Delphi study consented to being publicly named as a 
participant. Six experts did not respond to the request so their responses were de-identified. 
Two experts requested their participant in this study be anonymous so their responses were 
also de-identified. A list of the experts participating in at least one round of the Delphi study 
is presented in Appendix B. 
3.4.6 Rounds of the Delphi study 
The overall aim of Delphi studies is to progressively move toward a moderated 
consensus. For the current Delphi study on director financial literacy this was achieved by the 
end of Round Three. The Delphi Study was conducted over 27 weeks in the period March to 
September 2014. Each of the three rounds of the Delphi study was approximately six weeks 
from the release of one questionnaire through to the release of the next questionnaire or, for 
the final Round, the feedback report. Participants were provided three weeks to submit each 
questionnaire.  
During the Delphi study all communications with experts were by email. All 
questionnaires were made available online using QUT’s version of Qualtrics 
(www.qualtrics.com), an online survey tool. Experts were given the opportunity to request 
copies of the questionnaire in MS Word or in print for offline data entry into Qualtrics by me. 
None of the experts requested offline copies of the questionnaire or required assistance with 
entering data into the online questionnaires.  
The Delphi study facilitated the linear and iterative development of a conceptual 
framework for director financial literacy (Figure 3-4). It began as a qualitative exploratory 
study in Round One. The findings from Round One were evaluated in Round Two. The 
Delphi study ended in Round Three with the experts confirming the findings from Rounds 
One and Two. The design of the questionnaires and data analysis conducted across all three 
rounds were pivotal in achieving confirmation. 
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Figure 3-4: Overview of the Delphi study 
Recruit 
experts 
March - April 2014 
•  Purposiveand snowball sample based on a review of the literature (Chapters 1 & 2) 
•  35 experts recruited covering the following expert knowledge domains: 
•  Accountants 
•  Directors 
•  Educators 
Round One: 
Explore and 
generate 
ideas 
May 2- June 2014 
•Questionnaire 1 based on the scholarly literature review (Chapter 2) and comprised of open-ended 
questions. For example, 'What do you think is meant by 'read and understand financial statements'?       
• Experts given three weeks to submit responses 
• 28 completed responses submited by the due date 
•Responses collated, de-identified and distributed with the Round Two questionnaire to each expert for 
review, reflection and feedback 
•Responses coded and 193 distinct concepts identified under 7 themes 
• 97 of these concepts were finance-themed concepts identified by 2 or more experts 
• These concept were carried forward for evaluation in Round Two 
Round Two: 
Evaluate 
ideas 
July - August 2014 
•  Four more experts joined the panel bringing it to a total of 39 experts 
•  Questionnaire 2 based on Round One responses and comprised of closed questions with comments and an accompanying glossary of terms 
•  Experts asked to evaluate the relative importance of 97 concepts (items) grouped into 5 finance-focussed themes using a four-point scale (must, 
should, nice to know and not applicable) 
•  Experts given three weeks to submit responses 
•  32 completed responses submited by the due date 
•  Responses collated, de-identified, statistical analysis applied to data 
•  Report on responses and statistical analysis distributed with the Round Three questionaire to each expert for review, reflection and feedback 
•  16 concepts (items) identifed as potentially comprising the conceptual framework of core conepts for director financial literacy and another 17 
concepts required further consideration given interpretation and other issues that may have influenced the rating of these concepts. 
Round Three: 
Confirm ideas 
August - September 
2014 
 
 
•Questionnaire 3 based on responses from the previous two rounds 
•Questionnaires comprised of closed questions with optional comments 
• Experts asked to rate the extent to which they agree that 24 financial concepts must be understood and the 
the extent to which they agree that 24 financial concepts are difficult for novice directors to understand 
•Based on the results from Round One experts asked to rate the extent to which they agree with that individual 
questions must be considered by directors when reviewing financial reports 
• Experts given three weeks to submit responses 
• 33 completed responses submited by the due date 
•Responses collated, de-identified, statistical analysis applied to data 
•Report on responses and statistical analysis distributed to each member of the panel within 2 weeks of closing 
the questionnaire 
• 26 Experts consented to being named in publications and revealed to other members of the panel 
•By the end of Round Three the experts confirmed that they: primarily framed director financial literacy in terms 
of accounting knwledge to support the board's control role, individual directors' duties, and obligations relating 
to solvency (RQ1); agreed the 24 concepts from Round Two formed the conceptual framework for director 
financial literacy (RQ3); and perceived that 18 of these concepts are relatively difficult for novice directors 
without financial expertise to grasp (RQ2). 
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3.4.7 Questionnaires and data analysis 
The literature review was used as a basis for identifying the current state of knowledge 
and items for inclusion in the questionnaires.  Prior to the distribution of each questionnaire 
to the panel a pilot study comprised of a small sample (n = 12) of accountants, directors and 
educators tested and reviewed each of the three questionnaires in terms of content, 
comprehension, duration and technical usability. At the completion of each pilot the 
questionnaires were modified to incorporate the feedback received. 
The questionnaires for each round conformed to the relevant Classic Delphi study rules 
((Table 3-5) and were aimed to elicit responses to directly answer the three research 
questions. To reduce respondent burden each expert was asked to identify their expertise and 
sector experience in only the first questionnaire they completed.  The questionnaires for each 
of the three rounds of the Delphi study provided experts with several opportunities to explain 
their views and to provide general feedback and comments on each question, the topic of 
director financial literacy and the Delphi study itself. At the conclusion of each round concept 
maps were prepared to document the iterative development of the conceptual framework.  
The Round One questionnaire was designed to encourage experts to contribute their 
views on all three research questions (section 3.1) in a detailed and descriptive manner. The 
questionnaire consisted of four open-ended questions to encourage individual participants to 
brainstorm their views in narrative form on director financial literacy. Responses were 
analysed using open, axial and thematic coding techniques (Charmaz, 2006). The coded 
responses were used as basis for developing the Round Two questionnaire. 
The aim of Round Two was to focus on addressing RQ3: Which are the central 
financial concepts for directors to understand? The Round Two questionnaire comprised of a 
mix of qualitative and quantitative questions designed to explore and prioritise the 
importance of concepts identified in Round One as being essential to director financial 
literacy. The qualitative data analysis techniques and codebook from Round One were 
applied to the analysis of the descriptive narratives from Round Two. The quantitative data 
analysis included descriptive statistics and between groups analysis to gauge group effects 
such as expertise and experience on responses. Descriptive statistics were also used to 
determine the extent of data saturation and participant agreement on the issues considered by 
the panel. The results of Round Two were used to inform the design of the Round Three 
questionnaire.  
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The aim of Round Three was to achieve panel-wide consensus on the findings from the 
previous rounds. It covered all three research questions (section 3.1). While some qualitative 
data was collected and analysed, this Round was predominantly quantitative. The qualitative 
data analysis techniques and codebook from Round One were applied to the analysis of the 
descriptive narratives contributed in Round Three.  As with Round Two, the quantitative data 
analysis conducted in Round Three included descriptive statistics and between groups 
analysis to gauge group effects such as expertise and experience on closed responses. 
Descriptive statistics were also used to determine the extent of participant agreement on the 
issues considered by the panel and to identify the point of data saturation, upon which the 
Delphi study was closed.  
3.4.8 Feedback 
At end of each Round the completed responses were collated, reformatted into a report 
and distributed to all 39 members of the panel within three weeks of closing a round. The 
purpose of these reports was to disclose all ideas collected in each Round to experts so they 
could follow the iterative development of ideas and provide further feedback on their own 
contributions and the contributions of others. Each expert was free to choose if and when they 
provided feedback. In Rounds Two and Three these reports included descriptive statistics 
(means, medians and modes) so experts could gauge the extent of agreement and 
disagreement within the panel. At the end of Round Two experts were invited to provide 
further feedback on the report in their responses to the third questionnaire or by reply email. 
As the Delphi study was closed at the end of Round Three, experts were invited to provide 
feedback by reply email only. 
3.4.9 Agreement 
Although the aim of Delphi studies is to establish expert agreement on the phenomena 
of interest, little guidance is available in the literature to inform the determination of what 
may be regarded as agreement (Osborne et al., 2003; Williams & Webb, 1994). Assigning the 
level of agreement prior to launching a Delphi study supports objectivity and clarity in when 
to close the study. For the purposes of this Delphi study, agreement was achieved where 
descriptive statistics benchmarks were met. To determine the types of statistical cut-offs to be 
applied this study drew on the experience of previous Delphi studies on conceptual 
frameworks for other fields (Goldman et al., 2010; Gray et al., 2005; Hanafin, 2004; Jarrett, 
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Takacs, & Ferry, 2011; Skulmoski, Hartman, & Krahn, 2007; Streveler et al., 2011). The 
statistical cut-offs generally used in these studies and adopted for this study were the: 
• Mean as a measure of central tendency; 
• Median to identify the midpoint in the data set; and 
• Mode equal to confirm the most frequent rating for each concept.  
The specific value of the statistical cut-offs depended on the scales used for each Round 
and question. These cut-offs are discussed in further detail in section 5.3.1 (Round Two) and 
section 6.4.1 (Round Three). In summary, however, the value selected for each cut-off aimed 
to distinguish the point of agreement from disagreement or neutrality.  By way of example, 
two of the questions in Round Three used a 7-point Likert scale ranging from ‘strongly 
disagree’ (0) to ‘strongly agree’ (6). The cut-offs for the mean, median and mode were ≥ 4 
which covered all the agreement responses from ‘somewhat agree’ (4) to ‘strongly agree’ (6). 
3.4.10 Research quality 
While the scholarly literature (Chapter 2) demonstrated that conducting this research is 
important, “producing valid and reliable results is especially important to professionals in 
applied fields because practitioners [directors] intervene in people’s live” (Merriam, 2014). 
This section explains why and how research quality had been incorporated into the research 
design for the Delphi study. 
The Delphi study was positioned within a post-positivist paradigm and, therefore, 
overlapped positivist and interpretivist perspectives (Hasson & Keeney, 2011).  As a mixed 
method, the Delphi study drew on both quantitative and qualitative approaches to research. 
Over the course of the Delphi study the emphasis on qualitative and quantitative methods 
changed. It was a sequential exploratory mixed method study which included a concurrent 
embedded strategy in Rounds Two and Three (Creswell, 2009; Creswell & Plano Clark, 
2011) (Figure 3-5). 
Figure 3-5: Mixed method design for the Delphi study  
Adapted from Creswell (2009) 
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QUAN = quantitative; and QUAL/Qual = Qualitative 
 
Given the post-positivist philosophical perspective and a mixed method research 
design, it was not appropriate to apply the comparatively narrow criteria used to assess the 
methodological rigour for quantitative research (Hasson & Keeney, 2011).  Round One data 
collection and analysis were exclusively qualitative. The qualitative data from Round One 
was used to inform and design data collection and analysis for the following Round.  In 
moving to Round Two quantitative research became the dominant method with qualitative 
research playing a secondary role by providing explanations and reflections to supplement the 
quantitative data and conclusions. In Round Three data collection and analysis had become 
increasingly quantitative with qualitative data collection and analysis playing a smaller role 
than it had done in the earlier rounds. 
As qualitative research was conducted across all three rounds, the research quality of 
the Delphi study was designed from a qualitative perspective (trustworthiness) using the four 
criteria articulated by (Lincoln & Guba, 1985): 
1. Credibility; 
2. Transferability; 
3. Dependability; and 
4. Confirmability. 
Credibility 
Described as the qualitative researcher’s equivalent to internal validity, credibility is 
concerned with the extent to which the data and findings accurately reflect the phenomenon 
of interest. Credibility addresses the question: Do the findings capture what is really there? 
(Merriam, 2014). Four key procedures were included in the research design to support the 
credibility of data and findings. 
Firstly, respondent validation (Creswell, 2009; Shenton, 2004) was achieved through 
the prompt distribution of feedback reports on the results from each Round. Experts were 
invited to check and correct any misunderstandings or misrepresentations found in the data. 
Experts provided notification of these issues by direct email and in the contributions to the 
comment boxes and open-ended questions in the Round Two and Three questionnaires. 
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Secondly, ‘rich, thick description’ was adopted in the presentation of the findings in 
Chapters 4 to 6 to “transport readers to the setting and give the discussion an element of 
shared experiences” (Creswell, 2009, p. 192). Doing this allows readers to assess whether the 
data and the findings “ring true” (Shenton, 2004, p. 69). 
Thirdly, peer scrutiny (Creswell, 2009; Shenton, 2004) of the research by practitioners, 
peers and scholars through presentations at conferences and similar events over the course of 
the Delphi study. Fresh perspectives on the research and opportunities for potential biases, 
assumptions and other issues were canvassed in a detached and constructive manner. 
Incorporating such feedback helped strengthen the accuracy of the data analysis and findings. 
And finally, selecting a well-established method for exploring and identifying 
conceptual frameworks (Shenton, 2004). Specific and proven procedures supporting similar 
purposes and outputs aimed to enhance the credibility of the Delphi study. It provided 
evidence to support that the approach adopted was appropriate to the purpose and vision of 
this research.  Similar Delphi studies in the conceptualisation and measurement of ambiguous 
constructs have been conducted in business education, information management, science and 
engineering fields (Goldman et al., 2010; Gray et al., 2005; Hanafin, 2004; Jarrett et al., 
2011; McLeod & Childs, 2007; Skulmoski et al., 2007; Streveler et al., 2011). 
Transferability 
Transferability relates to whether the results from the Delphi study are applicable to 
other situations or contexts (Merriam, 2014; Pickard & Childs, 2007). It is the qualitative 
researcher’s equivalent of ‘generalisability’ but is more concerned with extrapolating the 
“findings to other situations under similar, but not identical, conditions… Extrapolations are 
problem oriented rather than statistical and probabilistic” (Patton, 1990, p. 584). 
Transferability addresses the question: “To what extent can the findings be applied in other 
contexts or situations?” Three key procedures to support transferability were included in the 
research design.  
Firstly, using ‘rich, thick description’ (Merriam, 2014; Shenton, 2004) in Chapters 4 to 
6 so readers may assess the similarity of the situation and context of the study to others. This 
was supported by the provision of contextual information about individual experts and the 
study itself. Secondly, maximum variation in the purposive sampling strategy allowed a 
greater range of views to be included in the Delphi study and supported a broader application 
of the findings (Merriam, 2014).   As discussed in section 3.4.2, this was achieved through 
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the selection of experts drawn from all sectors and with experience in a range of 
organisations, industries and jurisdictions. And finally, by clarifying any research bias that 
may influence the data and findings (Creswell, 2009).  This was achieved through self-
reflection as documented in research notes, reports and this thesis. 
Dependability 
Dependability is concerned with the extent to which findings may be replicated in the 
same context using the same method and sample. It is the qualitative researcher’s equivalent 
of ‘reliability’ (Merriam, 2014).  Dependability addresses the question: “Should this study be 
repeated using the same approach, to what extent would the same or similar result be 
achieved?” Given the post-positivist stance of the Delphi study and recognition that ‘human 
behaviour is never static’ trails (Merriam, 2014, p. 221), dependability is more concerned 
with consistency between the results and data collection than replication. Two key procedures 
were included in the research design to support dependability. 
Firstly, the audit trails (Merriam, 2014) in the form of meeting minutes, annotations 
kept in databases and in hardcopy form and records of debriefings and supervision meetings. 
These sources provide evidence of the decisions and actions taken through the full course of 
the Delphi study (Merriam, 2014). And, secondly, an extensive array of documentation 
developed through the course of the Delphi study trails (Merriam, 2014). This included the 
codebook and glossary developed during Round One and maintained throughout the study, 
and the progressive feedback reports prepared and distributed to experts.  
Confirmability 
Confirmability is concerned with the extent to which the data and findings may be 
confirmed by an independent third party (Creswell, 2009). It addresses the question: “To 
what extent could an independent third party confirm the findings of this study?” 
Confirmability is the qualitative researcher’s equivalent of objectivity (Creswell, 2009; 
Shenton, 2004). It is closely related to ‘dependability’ and involves two or more individuals 
who upon reviewing the findings agree on its ‘accuracy and meaning’ (Beck, 2009). Two key 
procedures were included in the research design to support confirmability. 
Firstly by providing in-depth methodological descriptions (Creswell, 2009) it is 
possible for external parties to step-through the research and understand why certain 
methodological choices were made (Chapters 3 to 6 of this thesis).  And secondly, frequent 
debriefing sessions (Creswell, 2009; Merriam, 2014) with academic supervisors provided 
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progressive checks to confirm the accuracy of the data and interpretation of the data.  These 
meetings facilitated the testing of formative ideas and interpretation of the data and findings. 
Such probing also assisted with identifying researcher bias and assumptions, the potential 
influence they may have on the findings and means for addressing them.  
The criteria and procedures discussed above are summarised in the following Table 
3-7, which includes additional procedures and Delphi study rules (Table 3-5) applied during 
the Delphi study.  
Table 3-7: Criteria for evaluating the trustworthiness of the Delphi study 
Quality criteria Design elements Delphi study rule 
1. Credibility 
 
Do the findings accurately 
capture what the experts 
think? 
• Respondent validation 
• Rich, thick description 
• Peer scrutiny  
• Well established method for conceptual frameworks 
and exploratory studies in ambiguous areas 
• Adequate engagement 
• Documentation collected directly from participants  
• Documented all method and theory-related decisions 
as research progressed 
• Ongoing iteration 
• Method triangulation through the sequential use of a 
qualitative approach (Round One) to an increasingly 
quantitative approach by the end of Round Three 
• Data source triangulation (3 professional groups and 
non-experts in subsequent projects) 
• Participants chose if and when to contribute only 
where they believe they have the expertise to do so 
• Rule 2: all data must be collected 
in writing directly from each of 
the panel members  
• Rule 4: Panel members remain 
anonymous 
• Rule 5: Use at least two rounds of 
consultation  
• Rule 8: Provide timely feedback 
to panellists  
• Rule 9: Reflection and review of 
ideas encouraged  
• Rule 10: Responses need to be 
justified 
 
 
2. Transferability 
 
To what extent can the 
findings be applied in other 
contexts or situations? 
• Rich, thick description, particularly the justifications 
provided by participants 
• Maximum variation 
• Clarified researcher bias 
• Documentation collected directly from participants 
• Rule 2: all data must be collected 
in writing directly from each of 
the panel members  
• Rule 7: Seek agreement 
• Rule 9: Reflection and review of 
ideas encouraged  
• Rule 10: Responses need to be 
justified 
3. Dependability 
 
Should this study be repeated 
using the same approach, to 
what extent would the same 
or similar results be 
achieved? 
• Audit trails 
• Extensive documentation of the qualitative data 
collection and coding (e.g. codebook, glossary and 
reports) and the quantitative analysis completed in 
Rounds Two and Three 
• Maximum variation 
• Peer review 
• Rule 3: Apply a systematic 
attempt to reach consensus 
• Rule 6: Introduce quantitative 
component from round two 
4. Confirmability 
 
To what extent could an 
independent third party 
confirm the findings of this 
study? 
• In-depth methodological description 
• Debriefing sessions 
• Participants self-rated their expertise and sector 
experience 
• Triangulation of data sources 
• Rule 3: Apply a systematic 
attempt to reach consensus 
• Rule 6: Introduce quantitative 
component from round two 
• Rule 7: Seek agreement 
• Rule 8: Provide timely feedback 
to panellists  
3.5 CHAPTER SUMMARY AND CONCLUSION 
Despite director financial capability being associated with corporate governance 
failures in both the practitioner and scholarly literatures there remains an important gap in the 
conceptualisation and measurement of director financial literacy. This chapter has presented 
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the research design for an exploratory study seeking to reduce this gap by addressing the 
following research questions: 
1. How do experts frame director financial literacy; 
2. How do experts identify a financially literate director; and 
3. Which are the central financial concepts for directors to understand? 
The analysis of the three major research paradigms concluded that the current study fell 
within a post-positivist frame. Given the nascent state of research on director financial 
literacy, inductive research comprised of an exploratory mixed method was identified as the 
most appropriate research strategy. Within this framework and drawing on the literature 
review, a Delphi study was identified as the most suitable method for exploring the notion of 
director financial literacy and establishing expert agreement on the conceptual framework 
underpinning this notion. Participation in Delphi studies is limited to experts selected through 
purposeful sampling. Delphi studies are iterative. For this study it involved the distribution of 
a series of online questionnaires over successive rounds until expert agreement been 
established. 
Given the post-positivist frame and the application of qualitative research throughout 
the Delphi study a qualitative approach (trustworthiness) was adopted to incorporate research 
quality procedures within the research design. To this end a range of procedures were 
adopted. These procedures included respondent validation (credibility), rich, thick description 
(transferability), audit trails (dependability) and in-depth method description (confirmability).  
Following the research design, the Delphi study into director financial literacy was 
conducted over three successive rounds. The data collection, analysis and results from each 
round are presented in next three chapters.  
Chapter 4 discusses how qualitative research was applied in Round One to explore 
experts’ views on the three research questions guiding the Delphi study. This chapter 
concludes with an explanation of how the results from Round One were used to design the 
Round Two questionnaire and analysis techniques.   
Chapter 5 discusses the process and findings from Round Two. In this Round experts 
were asked to evaluate the relative importance of findings from Round One that specifically 
addressed RQ3:  This 
chapter discusses how a mix of analytical techniques was applied to gauge the extent of 
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agreement within the panel and determine the influence of group-based affiliations on the 
results.  
Chapter 6 explains how the findings from Rounds One and Two were carried forward 
to Round Three. In Round Three experts were asked to confirm the findings from the 
previous two rounds with a view to achieving agreement and data saturation. This chapter 
discusses how a mix analytical techniques were applied to conclude that agreement and data 
saturation had been achieved and all three research questions sufficiently addressed so the 
research agenda in director financial literacy may be progressed. 
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Chapter 4: Round 1 – Exploration 
4.1 INTRODUCTION 
The previous chapter presented an overview of the selection of a Delphi study to 
explore and establish a conceptual framework for director financial literacy.  This chapter 
presents the data collection, analysis and findings of the first round of the Delphi study. 
Round One was a qualitative study of individual expert perceptions of director financial 
literacy.  
This chapter begins with an overview of the design of the Round One questionnaire in 
which experts were asked to identify and explain their views on: 
1. The meaning of the phrase ‘read and understand financial statements’; 
2. The conceptual framework required for directors to be able to ‘read and understand 
financial statements’; and 
3. The specific financial concepts that directors without financial expertise tend to 
experience difficulty in understanding and applying. 
A discussion of the application of qualitative data coding techniques over four stages 
follows. Emerging from the data analysis was 193 distinct concepts which were coded and 
assigned to seven overarching themes covering cognitive capability, context and five finance-
focussed themes – (1) financial judgements, (2) financial statements analysis, (3) accounting 
practices, (4) financial reports and (5) financial statements. The data analysis reveals that 
experts perceived director financial literacy as a hierarchy of capabilities encompassing the 
content of the five finance-focussed themes. This chapter closes with a discussion of a 
tentative conceptual framework of 97 basic, technical and strategic accounting concepts 
emerging from Round One and the progression of the Delphi study to Round Two. 
4.2 ROUND ONE QUESTIONNAIRE DESIGN 
The purpose of Round One was to explore individual expert perceptions of director 
financial literacy. The Round One questionnaire (Appendix C) was designed to encourage 
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experts to contribute their own views in a detailed and descriptive narrative. All questions 
were optional allowing experts to choose to respond to the questions in which they had 
expertise, experience or interest. 
The questionnaire consisted of ten questions. Four of these questions (Questions 5 to 8) 
asked experts to self-identify their area of expertise and sector experience. Two of these 
questions (Questions 9 and 10) provided experts with the opportunity to contribute their 
views on the Delphi study itself and on any aspect of director financial literacy. The 
remaining four questions (Questions 1 to 4) were designed to directly address the three 
research questions guiding the Delphi study (Table 4-1). 
Table 4-1: Relationship between Round One questions and research questions 
Round 1 Questionnaire questions Research question 
Question 1: What do you think is meant by 'read and 
understand financial statements'?       
RQ1: How do experts frame director financial literacy? 
Question 2: What do you think each director needs to know 
so they can read and understand the information contained in 
general purpose financial statements? 
RQ3: Which are the central financial concepts for 
directors to understand? 
Question 3: When reading and using the financial 
information contained in general purpose financial 
statements, are there any specific concepts which people 
without a background in accounting tend to find difficult to 
understand or apply? (If no, then skip question 4).   
RQ2: How do experts identify a financially literate 
director? 
Question 4: What are the specific concepts which people 
without a background in accounting tend to find difficult to 
understand or apply?      
Please list the concepts below and explain why you think 
people find these concepts difficult to understand or apply. 
 
 
Question 1 was designed to encourage experts to reflect on the notion of director 
financial literacy. The phrase ‘read and understand financial statements’ was used because it 
is the predominant definition of director financial literacy found in the scholarly and 
practitioner literature (Table 2-7). It was anticipated that the responses to Question 1 would 
establish the initial parameters from which a clear and measurable definition of director 
financial literacy can be subsequently developed.  
Questions 2 – 4 referenced ‘general purpose financial statements’. This was a device to 
implicitly encourage experts to reflect on the type of financial statements directors need to be 
able to ‘read and understand’ and the requisite conceptual capability. Question 2 encouraged 
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experts to specifically consider what directors need to know to be able to ‘read and 
understand financial statements’.   
Question 4 was designed to encourage experts to reflect on how they detect a director 
experiencing difficulty with understanding and applying financial concepts. Question 3 was 
included to avoid presenting this aspect of director financial literacy as a leading question. 
Thus, experts who had not experienced a tendency for directors to misunderstand or misuse 
financial concepts or who did not believe that such a tendency existed could respond ‘no’ and 
progress directly to the questions on their own expertise and experience (Questions 5 to 8). 
4.3 ROUND ONE PROCESS  
Round One was conducted over six weeks in May to June 2014. Experts were given 
three weeks to submit their responses. Twenty-eight of the 35 experts who agreed to 
participate in Round One of the Delphi study submitted completed questionnaires, 
representing a response rate of 80%. Given that all questions were optional, the response rates 
for each of the questions varied (Table 4-2). 
Table 4-2: Response rate by question in Round One 
Question 
No. 
Summary description Number of 
responses 
% of responses submitted in 
Round One 
1 Meaning of ‘read and understand’ 28 100% 
2 Concepts each director needs to know 28 100% 
3 Are some concepts difficult? 24 yes  
4 no 
100% 
4 Identify difficult concepts 24 86% 
5 Expertise 28 100% 
6 Dominant expertise 28 100% 
7 Sector experience 28 100% 
8 Dominant sector experience 28 100% 
9 Additional comments on director 
financial literacy 
16 57% 
10 Feedback on Delphi study 9 32% 
 
At the conclusion of Round One all responses were de-identified and collated into a 
report for distribution to each expert, including those who did not participate in Round One 
(Appendix D). The report was distributed by email with an invitation to complete the second 
questionnaire. Experts were invited to provide further feedback on the report by reply email 
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or in their responses to the Round Two questionnaire. Feedback was received in the Round 
Two questionnaire only.  
4.4 ROUND ONE DATA ANALYSIS 
Given the data from Round One was primarily in written narratives it was analysed 
using qualitative data analysis techniques (Bazely, 2013; Creswell, 2009; Saldana, 2011). To 
develop a deep understanding of the Round One data it was analysed over four stages using 
Charmaz’s (2006) coding procedural framework (Figure 4-1).  
Figure 4-1: Stages of coding and analysis 
 
 
•  Conducted sentence-by-sentence analysis of Round One open-ended responses 
•  Key terms and phrases for each sentence identified (Nvivo codes) 
•  Listed 193 Nvivo codes  
Stage 1:  
Initial coding 
•  Identified the most frequent and relevant codes  
•  Developed a basic hierarchical Nvivo coding scheme 
Stage 2:  
Focussed coding 
•  Analysed relationships heirarchical and other associations shared by groups of 
codes 
•  Arranged codes into hierarchies  
•  Developed final coding scheme 
•  Developed basic codebook  
Stage 3:  
Axial coding 
•  Reviewed codes and data and identified 7 overarching themes 
•  Assigned each code to one theme 
•  Identified the most frequent and relevant codes under each theme 
•  Presented codes as the conceptual framework 
•  Used statements relating to the codes as answer options in the questionnaires 
developed for subsequent rounds  
•  Developed glossary of terms 
Stage 4:  
Theoretical coding 
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Stage 1 primarily involved assigning codes to the raw data and developing a list of 193 
codes were developed using NVivo software. During Stage 2 basic hierarchical relationships 
between codes were identified. For example, the codes ‘assets’, ‘liabilities’ and ‘equity’ were 
identified as subsets of the code ‘balance sheet’. A more thorough analysis of the codes was 
conducted in Stage 3 to clarify the scope of codes and equivalent associations such as codes 
occurring at the same level of a hierarchy and the depth of levels within each hierarchy. For 
example, current assets and non-current assets are nested within the code ‘assets’ and both sit 
at level 3 of the hierarchy of codes under ‘balance sheet’ (Figure 4-2). 
Figure 4-2: Extract of the hierarchical relationship under the code 'balance sheet' 
Level 1 Level 2 Level 3 Level 4 
 
 
Once the relationships and characteristics of codes had been determined the 193 NVivo 
codes were organised into seven overarching ideas (themes) and a glossary of terms 
developed from the data and Accounting Standards, including (AASB, 2013). The seven 
themes were: 
1. Cognitive capability; 
2. Context;  
3. Financial judgements; 
4. Financial statements analysis; 
5. Accounting practices; 
6. Financial reports; and 
7. Financial statements. 
An example of the positioning of a theme within a hierarchy of codes is provided in 
Figure 4-3.   
Balance sheet 
Asset 
Current assets 
Cash 
Accounts receivable 
Non-current assets 
Liabilities 
Current liabilities 
Non-current liabilities 
Equity 
Retained earnings 
Reserves 
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Figure 4-3: Extract of the hierarchical relationship under the theme ‘financial statements’  
Theme Level 1 Level 2 Level 3 Level 4 
  
 
To broadly illustrate the progression of the coding process through the four stages some 
examples of how the coding was applied to a selection of responses to the Question 1 is 
provided in Table 4-3. 
 
  
Financial statements 
Balance sheet 
Assets 
Current assets 
Cash  
Accounts 
receivable 
Non-current assets 
Liabilities 
Current liabilities 
Non-current liabilities 
Equity 
Retained earnings 
Reserves 
Income statement 
Income 
Expenditure 
Profit or loss 
Cash flow statement 
Operating activities 
Financing activities 
Investing activities 
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Table 4-3: Example of coded responses categorised into themes 
Question 1: What do you think is meant by 'read and understand financial statements'?  
Consider, for example, what a financially literate board director must be able to do with the information contained in financial statements and 
how being financially literate relates to the role and fundamental duties of individual board directors.  
 
Stage 1 Stages 2 and 3 Stage 4 
Responses with NVivo coding highlighted 
(finance-focussed themes, context  & cognitive 
capability) 
Codes Total counts for codes Themes 
Mentioned Experts  
A financially literate Director ought to be 
able to determine from the financial 
statements the following key understandings 
of the financial position of the organisation:  
1. Whether the organisation is likely to be 
able to pay its bills as and when they fall 
due.  
2. The financial performance of the 
organisation.  
Financial statements 
 
59 20 Financial statements 
Financial position 14 12 Financial judgements 
Solvency 23 18 Financial judgements 
Financial performance 23 16 Financial judgements 
In this regard directors should be able to:  
• Understand how each of the financial 
statements is prepared including key 
accounting standards and policies 
which underpin them and assess 
whether there are matters not included 
in the financial statements which 
should be  
• Understand how each of the financial 
statements inter-relate  
• Understand how to assess the 
company's solvency  
• Independently form a view on whether 
the financial statements represent a 
true and fair view of the company's 
financial position.  
 
Preparation of financial 
statements 
253 26 Accounting practices 
Accounting standards 32 15 Accounting practices 
Accounting policies 2 2 Accounting practices 
Materiality 7 7 Accounting practices 
Recognition 20 11 Accounting practices 
Relationships between 
financial statements 
26 14 Financial reports 
Solvency 23 18 Financial judgements 
True and fair 6 5 Accounting practices 
Financial position 14 12 Financial judgements 
Understand 95 28 Cognitive capability 
Apply 58 28 Cognitive capability 
Analyse 39 23 Cognitive capability 
Synthesise 24 20 Cognitive capability 
Evaluate 2 2 Cognitive capability 
Read and Understand Financial Statements 
in my view is for directors to understand the 
concepts behind Assets/Liabilities/Equity/ 
Operating Financial Statements including 
Revenue and Expenses / as well as 
knowledge of Cash Flow.  
In addition there is a need for an 
understanding of the concepts behind 
financial operations including key relevant 
ratios for operating margins and/or gross 
trading profits, financial sustainability 
including financing capacity, financial 
solvency including understanding of 
financial risk exposures.  
Assets 72 20 Financial statements 
Liabilities 39 17 Financial statements 
Equity 42 19 Financial statements 
Income statement 45 21 Financial statements 
Revenue 3 1 Financial statements 
Expenses 20 13 Financial statements 
Cash flow 21 13 Financial statements 
Ratios 38 15 Financial statements analysis 
Profitability 23 16 Financial judgements 
Profit 15 10 Financial statements 
Financial sustainability 15 11 Financial judgements 
Solvency 23 18 Financial judgements 
Financial risk 12 10 Financial judgements 
Read and understand financial statements 
takes a different meaning for each 
individual, particularly dependent upon 
their skills and experience. For those that do 
have financial skills and experience, this 
tends to mean that they are expected to 
understand the detail and ask pertinent 
questions at the board table.  For those with 
less experience, this takes the meaning of a 
much lower threshold and to the extent that 
they want to ensure that they can satisfy 
their directors duties, usually means being 
able to understand the ratios and identify 
whether there are any key areas of concern 
of which they would then usually rely on 
those who have a much deeper 
understanding would delve into the issues. 
Financial experts vs literates 30 16 Cognitive capability 
Understand 95 28 Cognitive capability 
Apply 58 28 Cognitive capability 
Analyse 39 23 Cognitive capability 
Evaluate 24 20 Cognitive capability 
Directors’ duties 48 16 Context 
Ratios 38 15 Financial statements analysis 
Financial literacy is directly related to Directors duties 48 16 Context 
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Question 1: What do you think is meant by 'read and understand financial statements'?  
Consider, for example, what a financially literate board director must be able to do with the information contained in financial statements and 
how being financially literate relates to the role and fundamental duties of individual board directors.  
 
Stage 1 Stages 2 and 3 Stage 4 
Responses with NVivo coding highlighted 
(finance-focussed themes, context  & cognitive 
capability) 
Codes Total counts for codes Themes 
Mentioned Experts  
director duties.  Specifically (and not 
exhaustively): 1. The requirement to 
materially comply with accounting 
standards (both measurement and disclosure 
requirements) and produce financials that 
show a true and fair view. 2. The 
requirement to not trade insolvently.  
Materiality 7 7 Accounting practices 
Compliance 4 4 Context 
Accounting standards 32 15 Accounting practices 
Financial statements 59 20 Financial reports 
Solvency 23 18 Financial judgements 
True and fair 6 5 Accounting practices 
 
The purpose of the themes was to summarise the dimensions or facets of director 
financial literacy relevant to addressing each of the three research questions: 
1. How do experts frame director financial literacy (RQ1); 
2. How do experts identify a financially literate director (RQ2); and 
3. Which are the central financial concepts for directors to understand (RQ3)? 
RQ1 was primarily addressed through the responses coded within two themes – 
cognitive capability and context. The results broadly indicated that experts perceived director 
financial literacy in terms of cognitive capability (e.g. conceptual and applied knowledge) 
and context (e.g. directors’ duties, board roles and legal cases such as Centro).  RQ2 was 
primarily addressed through responses within cognitive capability and the five finance-
focussed themes.  
The results broadly indicated that experts tended to identify financially literate directors 
by observing whether and how they engaged in board discussions of financial matters. The 
responses coded under the five finance-focussed themes also contributed to addressing RQ3. 
The results also indicated that to be financially literate directors needed to understand 
concepts relating to financial statements, financial reports, accounting practices, financial 
statements analysis and making financial judgements. By way of example, the relationship 
between the themes and the research questions is shown in Table 4-4. 
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Table 4-4: The frequency in which each theme was mentioned by all experts and broad relationship to the RQs. 
Theme Top 3 concepts (by the number of 
experts) 
Research questions 
1 2 3 
Theme 1: Cognitive capability 
Derived from Bloom's revised taxonomy this theme represents a continuum 
of the cognition required to ‘read and understand financial statements’. 
Bloom’s taxonomy is a cumulative hierarchy of capabilities ranging from 
the concrete to abstract and simple to complex. The mastery of a lower 
level capability is a pre-requisite to being able to master the next higher 
level capability (Krathwohl, 2002).  
1. Knowledge  
• Factual  
• Conceptual  
• Procedural 
• Metacognitive  
2. Cognitive processes 
• Recall 
• Comprehend 
• Apply 
• Analyse 
• Synthesise 
• Evaluate 
3. Financial experts vs literates 
X X X 
Theme 2: Context 
This theme encompassed the context in which a director works. It includes 
attributes of the board, individual directors, the organisation and broader 
environment. The broader environment includes legal obligations that drive 
the requirements, expectations and assessment of director financial literacy. 
E.g. landmark cases such as ‘Centro’; common law duties; statutory 
requirements such as those in the Corporations Act; and regulations and 
standards such as those issued by ASIC and ASX. 
1. Board attributes 
• Board composition 
• Board roles 
2. Director attributes 
• Directors duties 
• Diligence 
3. Legal aspects 
• Corporations Act 
1. Legal cases 
X   
Theme 3: Financial judgements 
This theme encompassed the strategic aspects of the organisation’s finances 
that each individual director needs to monitor and form judgements on. It 
involves understanding the meaning and the strategic implications of 
concepts such as solvency and liquidity. This understanding may be derived 
from an analysis of the financial statements and through board room 
interactions, or through direct observations of the organisation’s business 
operations. 
1. Solvency (18) 
2. Financial performance (16) 
3. Financial position (12) 
 
 X X 
Theme 4: Financial statements analysis 
This theme encompassed the use of ratios and other indicators to analyse 
and assess the financial health and solvency of the organisation they serve. 
This theme builds on themes 5, 6 and 7. Financial statements analysis 
forms the basis from which financial judgements are made (Theme 3) 
1. Financial story (16) 
2. Ratios (14) 
• Liquidity ratios (7) 
• Profitability ratios (3) 
• Financing ratios (3) 
3. Trends (14) 
 X X 
Theme 5: Accounting practices 
This theme encompassed the methods, processes, conventions and 
standards involved in preparing and presenting financial reports.  
1. Accounting standards (15) 
2. Accrual vs cash (15) 
3. Measurement (14) 
 
 X X 
Theme 6: Financial reports  
This theme encompassed the purpose of financial reports and the 
associations between the components of financial reports. It included the 
relationships between statements, limitations of statements, and 
relationships between line items within and across statements (e.g. profit vs 
cash). 
1. Relationships between 
statements (13) 
2. Definitions of statements (9) 
3. Purpose of statements (8) 
 X X 
Theme 7: Financial statements 
This theme encompassed the individual components of the financial report. 
It includes the notes, directors’ declaration, content of the four fundamental 
financial statements and the line items within those statements. The four 
financial statements are those required of reporting entities – (1) balance 
sheet, (2) income statement, (3) statement of cash flows, and (4) statement 
of changes in equity.  
1. Balance sheet (23) 
• Assets (19) 
• Equity (18) 
• Liabilities (16) 
2. Income statement (21) 
• Expenses (13) 
• Profit/loss (10) 
3. Cash flow statement (12) 
• Operating activities (2) 
 X X 
4.5 ROUND ONE RESULTS 
As discussed in the preceding section, the Round One analysis involved coding 
individual responses and then theming the data (Saldana, 2011) to identify broad patterns that 
contribute to addressing each of the research questions. This analysis also involved counting 
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the references to each code and aggregating these counts to identify the coding intensity of 
each theme. The number of experts mentioning each code and theme was also calculated to 
determine the extent of panel agreement that specific concepts (as coded) were relevant to 
director financial literacy. The rationale being that the more experts mentioning a particular 
concept, the greater the likelihood that the concept will be applicable to director financial 
literacy. The results of Round One analysis are presented below under each of the key 
questions included in the Round One questionnaire (Questions 1, 2 and 4 listed in Table 4-1). 
4.5.1 The meaning of ‘read and understand financial statements’ 
In considering the meaning of the phrase ‘read and understand financial statements’ 
(Question 1) experts articulated their views on the scope, nature and value of director 
financial literacy to boards. This phrase was initially viewed by expert as “a typical jargon 
statement to cover all” (Director, For-profit sector). Nonetheless, having this capability was 
also regarded by the same expert to be important because it “should enable a director to make 
a reasonable contribution to other aspects of the business” (Director, For-profit sector).  
The focus of this section is to identify how experts interpreted the meaning of ‘read and 
understand financial statements’ and the parameters experts applied to distinguish director 
financial literacy from other levels of director financial capability. This section explores the 
views of the panel according to coding intensity of the following seven themes (Figure 4-4): 
1. Cognitive capability; 
2. Context;  
3. Financial judgements; 
4. Financial statements analysis; 
5. Accounting practices; 
6. Financial reports; and 
7. Financial statements. 
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Figure 4-4: Question 1 coding intensity by percentage of experts and coded responses 
 
 
Theme 1: Cognitive capability 
This theme encompassed the depth and breadth of the knowledge and cognitive skills 
required for individual directors to be able ‘read and understand financial statements’. Coding 
and analysis conducted under this theme applied Bloom's revised taxonomy, which is widely 
used for curriculum design and assessment for education and training (Krathwohl, 2002). For 
the purposes of my study, this taxonomy provides a framework for articulating the knowledge 
and cognitive processes required for individual directors to be financially literate within the 
context of board work. It presents knowledge and cognition as a cumulative hierarchy of 
capabilities ranging from the concrete to abstract and simple to complex, respectively. The 
mastery of a lower level capability is a pre-requisite to being able to master the next higher 
level capability (Airasian & Miranda, 2002).  
The revised taxonomy consists of two parts – knowledge (what is to be known) and 
cognitive processes (what is to be done with knowledge). Knowledge covers the subject 
matter or content, in this case the financial knowledge required for director financial literacy 
as a hierarchy moving from concrete to abstract content. Broadly there are four types of 
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knowledge – (1) factual, (2) conceptual, (3) procedural and (4) metacognitive (Krathwohl, 
2002). 
Factual knowledge covers the basic facts, terminology and elements and includes, for 
example being able to define ‘liabilities’. Conceptual knowledge covers the classifications, 
categories, structures and interrelationships between the basic elements. It includes, for 
example knowing that assets, liabilities and equity are items in the balance sheet and the 
components of the accounting equation. Procedural knowledge covers the techniques, 
methods, criteria and procedures. It includes, for example understanding how assets are 
valued and depreciation applied or how to monitor the solvency of the organisation. 
Metacognitive knowledge covers knowledge of cognition and awareness of one’s own 
cognition. Given this study’s focus is on a fundamental level of knowledge and capability, 
this fourth level of knowledge is beyond the scope of director financial literacy.   
The cognitive processes cover a hierarchy of thinking skills from the simple to 
complex. Broadly, there are six processes (Ben-Zvi & Carton, 2008; Krathwohl, 2002). 
Firstly, recognising and recalling knowledge such as definitions and facts. Secondly, 
comprehending or constructing meaning from information. For example, being able to 
explain the meaning of figures such as negative cash flow. Thirdly, applying knowledge to 
new and concrete situations. For example, being able to apply knowledge to different 
organisations or financial reports or graphical and statistical representations of figures. 
Fourthly, analysing information or concepts into parts to determine relationships, overall 
structure and purpose. For example, being able to compare budgets and actuals or 
understanding the relationship between profits and reserves. Fifthly, synthesising information 
to form a coherent view of the whole. For example being able to gain an understanding of the 
organisation’s ‘financial story’. And finally, evaluating information and knowledge to make 
judgements through checking and critiquing information and sources. For example by 
checking the integrity of financial reports through questioning or verifying consistency of 
data and messages in reports with a director’s own evaluation of solvency, capacity to service 
debt, performance and sustainability.  
The responses coded under this theme dominated how experts framed director financial 
literacy. Statements relating to cognitive capability accounted for 30% of responses and were 
mentioned by 96% of experts participating in Round One. Experts indicated that directors 
without financial expertise were not expected to have the same level of technical capability as 
financial experts, but they were expected to be able to think carefully about the financial 
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information provided by management and establish a strategic understanding of the finances 
of the organisation they serve. 
To do this experts indicated that directors need to have not only the basic the cognitive 
abilities implied in the phrase ‘read and understand’, they also need to have more complex 
critical thinking skills. A director for example, may be able to ‘read’ the financial statements 
“but it does not mean that they will ‘understand’ what they have read” (Director, Nonprofit 
sector). To be financially literate each individual director should also be able to synthesise 
information from multiple sources and form a holistic understanding of the finances. They 
should also have the courage to ask questions and be engaged in the financial matters being 
considered by the board. While the experts indicated that director financial literacy equated to 
the most fundamental application of director financial capability, their expectations of what 
directors should know and be able to do was dependent on the role and experience of each 
director. 
Involves different types and levels of capability 
Experts indicated that director financial literacy comprised of three types of knowledge 
– factual, conceptual and procedural knowledge (Krathwohl, 2002). Firstly, directors must 
recognise and explain the meaning of the basic items contained in financial reports. They 
need to know, for example, the “basic financial definitions” (Educator, Nonprofit sector).  
Secondly, directors should “understand the concepts behind each of the major items in the 
financial statements impacting on their entity” (Director, Public sector). This capability 
involves knowing about the interrelationships among elements within financial reports and 
how they may be interpreted and connected to other concepts.  And finally, directors should 
have a basic procedural understanding of how figures are calculated. For example, directors 
“should be able to calculate some of the commonly used financial ratios that can be compiled 
from the financial statements and then use those ratios to understand the capacity and 
performance of the entity” (Director, Public sector). 
Experts viewed director financial literacy as being a connected and cumulative 
capability, moving from factual to procedural knowledge. At the most basic level it involves 
the capability to:  
o Know what the key financial statements are (i.e. Balance Sheet, P&L or 
Income Statement and Cash Flow statement).       
o Understand what each statement represents and its purpose.       
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o Understand the terminology in each statement (what is an asset/liability/equity 
or gross margin, payables, receivables etc.).     
At the next level, the knowledge base is about the application or analysis of the 
financial data and this would lead to things like working capital, various financial 
ratios. 
(Director, Nonprofit sector). 
Thus, when reading financial reports directors need to be able to connect the disparate 
pieces of information to form a view of the organisation’s financial health and solvency. 
It’s an applied capability 
In line with ASIC’s view (section 1.2.1), director financial literacy was framed as an 
applied knowledge. Thus when reading financial reports each director needs to be able to 
connect disparate pieces of information together into a coherent and convincing ‘financial 
story’. This includes being able to “read the statements as an entirety - i.e. contextualizing the 
statements together with the Notes and declarations and reports (Directors report/ directors’ 
declarations/ auditors report etc.)” (Educator, Public sector). To contextualise financial 
information a director should “begin with the entity's constitution, or trust deed, which 
defines the purpose of the organisation.  The financials need to read in light of that to begin 
with” (Director, Nonprofit). A director should also be able to synthesise information from 
sources beyond the official financial reports.  For example, prior to the approval of financial 
statements directors should gather and understand financial information sourced from “CFOs 
providing comprehensive briefings; auditors providing their comments and assurance” 
(Educator, For-profit sector).  
There is a foundation level of financial capability 
Experts indicated that there is a fundamental level of director financial capability that 
spans all sectors and types of organisations. One expert proposed that all directors “must 
understand the solvency of the enterprise, the profitability of the enterprise and what the 
assets and liabilities comprise as a minimum” (Director, For-profit sector). While another 
expert proposed that as a minimum “a director needs to be able to understand from the 
financial statements whether the organisation has made a profit or loss and whether the entity 
is solvent and likely to remain solvent” (Director, Public sector). 
Having this foundation level capability enables each director to determine “whether the 
financial statements represent a true and fair view of the company's financial position’ 
(Director, Public sector) and ‘offer an independent view” (Director, For-profit sector) on the 
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organisation’s finances. This view was consistent with that of Roberts et al. (2005) view that 
directors must have an “independence of mind” (p. s16) in forming their own views on board 
matters, including the finances. An independence of mind, however, does not preclude 
directors from seeking advice and guidance from financial experts. This is because although 
financial statements and reports are:  
prepared for users who have a reasonable knowledge of business and economic 
activities and who review and analyse the information diligently. At times, even well-
informed and diligent users may need to seek the aid of an adviser to understand 
information about complex economic phenomena  
(Director, For-profit sector).  
Capability required increases depending on a director’s background and role 
Directors “need to be comfortable with accounting concepts. Not necessarily the level 
of knowledge of a CA/CPA etc., but enough to understand whether there is a risk of material 
misstatement” (Accountant, Nonprofit sector).  It is not “reasonable to ask the directors to be 
across the nuances of accounting standards - particularly the more esoteric ones” 
(Accountant, Nonprofit sector). The extent of capability expected of ‘financial literates’ 
“included being able to gain a sense of where the key drivers for performance are coming 
from - look at the big movements year on year” (Accountant, Nonprofit sector). In contrast, 
the capability expected of a financial expert was “to understand the detail and ask pertinent 
questions at the board table” (Educator, Nonprofit sector).  
Although director financial literacy is a capability that spans all sectors and types of 
organisations, this capability needs to increase where a director also serves on the Audit 
Committee. “If members of an Audit Committee there are further requirements as those 
Directors… must be able to delve deeper into the financial statements and operations / risk 
treatments of the entity” (Director, Public sector). 
In practice directors also need to be need to be engaged and have courage 
Some experts proposed that a director’s resilience and personal character contributes to 
the appropriate application of director financial literacy in the boardroom: “A director should 
never feel intimidated to ask the “dumb" questions. Honesty is very important” (Director, 
For-profit sector). Opting out of the finances because it is not a director’s “area of expertise” 
is “no excuse; all board members are ultimately liable when things go wrong” (Director, 
Nonprofit sector). One expert recalled an example of such behaviour on “a board where there 
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were medical professionals who literally sat back and let the "finance men (sic)" tell them 
what they thought that they needed to know” (Director, Nonprofit sector).  
Directors should also be able to ask pertinent questions so they can test the veracity of 
the information contained in financial statements. Each “director should have sufficient 
financial skills to be able to “test” the information provided and be satisfied as to its 
relevance and appropriateness” (Accountant, For-profit sector). To ask such questions 
directors also need to have “confidence in the application” of their capability (Accountant, 
For-profit sector). For example, directors need to “have the confidence to keep asking until 
they get a plain English answer - don't be put off by gobbly-gook from the CFO” 
(Accountant, Nonprofit sector).   In governing the finances competence and confidence are 
effective only where a director also has skills in communicating financial matters. This two-
way communication skill is integral to the role of the director, not just when a director is 
dealing with financial matters. “Directors need to understand and communicate/ message 
explanation for performance of business to management team, investors and lenders/ debt 
providers” (Accountant, For-profit sector). Directors should “be able to respond to the CEO 
or CFO” (Director, For-profit sector). 
Summary and conclusion 
Experts perceived director financial literacy as being a mix of factual, conceptual and 
procedural knowledge applied to financial information used to form an independent view of 
an organisation’s financial health and solvency. Experts also indicated that there is a common 
foundation level of director financial capability (director financial literacy) from which 
directors may develop more advanced and specialised capabilities depending on the roles 
they serve and their professional experience. Knowing how to read and understand financial 
statements, however, does not mean a director is effective in applying this capability in the 
boardroom. Among other things, to be effective in the boardroom a director needs to also 
have confidence, courage and communication skills and be diligent and engaged in board 
deliberations.  
Theme 2: Context 
Having an understanding of the internal and external environment in which the board 
operates is a pre-requisite to a director being able to apply financial concepts in a meaningful 
way to board work. A director needs to “understand the background context of the 
organisation and its business, their goals and personalities” (Director, Nonprofit sector). 
Directors need to know “the purpose/mission for which an organisation is established” 
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(Educator, Nonprofit sector). With this foundation in place a director may develop an 
“understanding of how financial statements relate to the business they are governing and 
which elements of the financial statements are most important (i.e. mission critical) to the 
business they oversee” (Accountant, For-profit sector), and knowing “the typical items that 
appear in financial statements and the items expected for their company” (Educator, For-
profit sector).  
In considering the meaning of ‘read and understand financial statements’, experts 
reflected on how director financial literacy influences various governance outcomes and 
obligations. Experts proposed that financially literate directors facilitate a board’s 
performance of its strategic and control roles through more robust decision-making, 
monitoring, risk mitigation and compliance. For individual directors being financially literate 
in the board room enables them to fulfil their director’s duties.  
Being able to ‘read and understand financial statements’ is essential to performing a 
range of roles and making decisions. “The role of the Director is to interpret the information 
contained in the financial statements and to use that information in reaching their decisions” 
(Director, Public sector). Experts framed director financial literacy predominantly as a 
mechanism for discharging the control role. Being able to ‘read and understand’ financial 
reports enables boards to monitor management and test the integrity of financial reports. 
Directors need to be financially literate so they may “ascertain the financial health of the 
entity” (Director, Nonprofit sector) and detect whether “the CEO attempted to pull the wool 
over their eyes” (Director, Nonprofit sector). Monitoring management involves checking for 
consistency and “looking to see the financial story that has been presented to the board at 
regular board meetings is seen in the general purpose financial statements” (Educator, For-
profit sector).  
Director financial literacy is an essential capability that enables each individual director 
to fulfil their “duty to be properly informed about the financial position of the company and 
to ensure that it does not trade when insolvent” (Director, For-profit sector). While the 
experts recognised ‘Centro’ as “a landmark case in corporate governance” (Director, 
Nonprofit sector), there was also a sense that “the expectation set by the Centro case sets the 
bar too high” (Accountant, Nonprofit sector). One expert explained that it is unlikely, for 
example, that “directors without formal experience/quals are able to fulfil the underlying 
requirements of 'read and understand financial statements' where there is complexity 
associated with the operations of the organisation” (Educator, Public sector). The view that 
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there is a trade-off between financial capability and diversity was also raised by one expert: 
“there is a balance to be struck in terms of other areas of expertise required on boards” 
(Director, Nonprofit sector). 
In summary, experts proposed that director financial literacy also involved an 
understanding of the context in which the board operates. Having this contextual 
understanding enables directors to form a meaningful view of the finances of the 
organisations they serve. Experts also associated director financial literacy with the board’s 
control role and the task of monitoring management. At an individual director level, director 
financial literacy was viewed as a necessary basis for fulfilling directors’ duties and 
monitoring solvency. 
Finance-focussed themes 
The following sub-section presents an overview of experts’ views on the financial 
knowledge and skills required for directors to have the minimum level of financial capability 
(director financial literacy) to ‘read and understand financial statements’. It covers the five 
finance focussed themes – (1) financial judgements, (2) financial statements analysis, (3) 
accounting practices, (4) financial reports, and (5) financial statements. A more detailed 
discussion of these themes is provided in section 4.5.2 and section 4.5.3 which deal 
specifically with the financial concepts directors without financial expertise need to 
understand and the concepts directors tend to find more difficult to understand and apply to 
board work. 
Theme 3: Financial judgements 
The theme ‘financial judgements’ related to the fundamental strategic financial matters 
that each individual director needs to monitor and form judgements on. For example, “a 
financially literate director must be able to properly inform themselves as to the current 
financial position of the entity and that the said entity is not trading insolvent” (Director, 
Public sector); and “be able to understand the financial risks and the strategies to strengthen 
the organisation's financial position” (Accountant, Public sector). 
Theme 4: Financial statements analysis 
The theme ‘financial statements analysis’ related to the ratios and indicators used by 
directors to monitor and analyse the finances of the organisation they govern. Experts 
proposed that reading and understanding financial statements involved being able to 
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understand why key indicators are important, what they mean for the organisation and how to 
apply them to board decisions.  
The notion of financial story was referenced several times to summarise the key 
indicators that together enable directors to form a strategic view of the organisation’s 
finances. To analyse the financial statements a director needs to know the “key financial 
drivers for the company and how they are reflected in the statements” (Director, Public 
sector). A director also needs to “understand key financial metrics relevant to the company 
and how they are calculated using the financial statements” (Director, Public sector). 
Directors also need to have “a sense of what are appropriate ratios for the relevant industry” 
(Accountant, Nonprofit sector) and “the alarm bells or triggers that raise concern” 
(Accountant, Nonprofit sector). More specifically, a director needs to be able to “understand 
and calculate key operating ratios (current ratio etc.) from financial statements” (Director, 
Nonprofit sector),”the importance of working capital” (Director, Nonprofit sector) and 
“return on equity vs. return on assets and return on revenue” (Accountant, For-profit sector). 
To gauge trends directors need to be able to “compare financial statements from year to year 
and draw conclusions regarding the company's financial performance on this basis” (Director, 
Public sector). 
In describing how directors should analyse financial statements some experts 
formulated checklists (Table 4-5). These checklists were pitched at a strategic rather than 
technical level.  
Table 4-5: Examples of checklists for financial statements analysis 
Examples of frameworks for strategic analysis 
Example 1 
“For me the expectation is the average non-financially qualified director should be able to assess a few key (macro?) 
indicators from the financials:     
• Profitability - as simple as is income bigger than expense.  Is the entity a going concern?   
• Liquidity - can the company meet its debts as they fall due; be able to look at CA vs CL and get a sense of working 
capital.   
• Dynamics within cash flow - did the entity make an operating cash surplus?  Where did the cash generated go?  To 
purchase assets or pay down debt.  Reading the cash flow is a key skill!”   (Accountant, Nonprofit sector)  
Example 2 
“1. Be able to assess the financial position of an organisation (liquidity / cash flow / commitments).   
   2. Understand key financial risks an organisation is exposed to.   
   3. Benchmark performance against peers” (Educator, For-profit sector). . 
Example 3 
“1. To understand net worth of a business; ability to meet commitments and generate cash flows for at least the next 
twelve months.  
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Examples of frameworks for strategic analysis 
2. To understand the key metrics and drivers contributing to the result for the period” (Accountant, For-profit sector). 
 
Theme 5: Accounting practices 
The theme ‘accounting practices’ related to the accounting practices involved in the 
preparation and presentation of financial reports. Directors are expected to have at least a 
general awareness and appreciation of the reporting and auditing process and obligations 
imposed on organisations. “While the numbers contained in the financial statements appear to 
be precise, Directors need to understand the variables that may impact on the results” 
(Director, Public sector). While it is not expected that directors have the capability to prepare 
financial statements or be able to calculate the figures contained in financial statements, it is 
expected that directors have an understanding of why and how figures may be calculated in 
different ways. More specifically, each director needs to understand “the differences between 
cash and accrual accounting” (Accountant, For-profit sector) and “how each of the financial 
statements is prepared including key accounting standard[s] and policies which underpin 
them and assess whether there are matters not included in the financial statements which 
should be”(Director, Public sector). 
Understanding how the key line items in statements are calculated and presented is an 
essential foundation for being able to critically analyse and interpret statements and form a 
strategic view of the finances. For example, each director needs “to understand the way in 
which P&L items are calculated so that they understand the causes and implications of 
change in the numbers over time”  (Director, Public sector). Directors also “need to 
understand the concepts and assumptions that are used in the valuation of each of the assets 
and liabilities and the different results that may be reached with the use of other assumptions” 
(Director, Public sector). It is not expected, however, that each director have a deep 
understanding of the more technical aspects of financial information and processes. In these 
situations “guidance with complex matters/accounting treatments (e.g. FX/derivatives)” from 
experts was expected (Educator, For-profit sector). 
Theme 6: Financial reports 
The theme ‘financial reports’ related to the purpose and relationships between the 
various components of a financial report. Experts explained that directors need to have “an 
overall appreciation of the financial statements and what they are illustrating to users” 
(Accountant, For-profit sector).This includes “the purpose and relationships between balance 
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sheet / P&L / Cash Flow” (Director, Nonprofit). At a deeper level directors need to 
understand “what the different statements measure - Profit and Loss (measuring operating 
surplus or deficit over a period) as opposed to a Balance Sheet (measuring net assets at a 
particular point in time)” (Director, Nonprofit sector). Additionally directors need to 
understand the “limitations of financial reporting (e.g. focus is on past performance)” 
(Educator, For-profit sector).  
Theme 7: Financial statements 
The theme ‘financial statements’ encompassed the financial statements and the line 
items contained within financial statements, the notes and directors’ declaration. To ‘read and 
understanding financial reports’ it is essential for directors to have “a basic understanding of 
the composition of financial statements i.e. what are assets, liabilities, provisions, income, 
expenditure etc.” (Director, For-profit sector). More specifically, each “director needs to be 
able to understand the major components of the entity's assets and liabilities, the nature of 
those assets and liabilities [tangible, intangible etc.]”  (Director, Public sector). 
It was noted in the analysis that despite being one of the financial statements included 
in the financial reporting framework under the Corporations Act 2001 (Table 1-1) and, 
therefore, one of the statements many directors sign-off in the annual reporting process, none 
of the experts identified the statement of changes in equity as being relevant to director 
financial literacy. Thus, while legal obligations appeared to underpin many of the views 
expressed by experts, this does not appear to be the case for the statement of changes in 
equity.  
Summary 
The preceding discussion indicates that experts perceived the meaning of ‘read and 
understand financial statements’ primarily in terms of having an ability that relates to making 
strategic level judgements about the finances of the organisation they serve. This capability is 
hierarchical and encompasses five broad levels of financial capability that enables directors 
to: 
1. Independently make financial judgements; 
2. Analyse financial statements; 
3. Understand the accounting and auditing practices involved in the preparation and 
presentation of financial reports; 
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4. Understand the purpose, limitations and relationships between the various 
components of financial reports, including financial statements, notes and directors 
declaration; and 
5. Understand the meaning of individual line items and the relationships between line 
items contained in financial statements. 
Experts also indicated that they believed that at its most fundamental level there is a 
universal capability that each individual director must have to do board work. Having a 
financially literate board primarily facilitates the performance of control role and, on an 
individual level, it supports the fulfilment of directors’ duties and legal obligations associated 
with solvency. While the presence of individual director financial literacy on boards supports 
role performance to be effective this capability needs to be applied to board work. To apply 
their financial knowledge and skills to board work individual directors also need to be 
confident, diligent, engaged and proactive in how they contribute to the organisation they 
serve. 
4.5.2 Concepts each director needs to know  
Question 2 sought individual expert views on the financial concepts that underpin 
director financial literacy (Table 4-1). Given Question 2 focused on the financial content 
knowledge required for directors to be able to ‘read and understand financial statements’, the 
five finance-focussed themes dominated the analysis and findings. These themes were: 
1. Financial judgements; 
2. Financial statements analysis; 
3. Accounting practices; 
4. Financial reports; and 
5. Financial statements. 
The theme ‘cognitive capability’ was extensively addressed in section 4.5.1 and is 
excluded from this analysis because it was concerned with type and depth of capability, 
rather than the content knowledge required for director financial literacy (what directors must 
know). The theme ‘context’ identified and explored the broader aspects of being a director 
such as a director’s duties and board roles. This theme was not specific to financial capability 
and was also extensively covered in in section 4.5.1. Importantly, Question 2 was designed to 
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address RQ3, which was limited to identifying the ‘central finance concepts for directors to 
understand’ (Table 4-1). 
The experts identified 138 distinct concepts across the five finance-focussed themes. 
By way of illustration, the concepts identified by one third or more of the experts are shown 
in Table 4-6. A complete list of concepts is provided in Appendix E.  
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Table 4-6: Finance themed concepts identified by at least one third of the experts in Round One 
Conceptual Framework No experts % experts 
participating in Round 
One  
Theme 
1. Balance sheet 23 82% Financial statements 
2. Income statement 21 75% Financial statements 
3. Assets 19 68% Financial statements 
4. Equity 18 64% Financial statements 
5. Solvency 18 64% Financial statements 
6. Financial story 16 57% Financial statements analysis 
7. Liabilities 16 57% Financial statements 
8. Performance 15 54% Financial judgements 
9. Accounting standards 15 54% Accounting practices 
10. Accrual accounting vs cash 
accounting 
15 54% Accounting practices 
11. Ratios 14 50% Financial statements analysis 
12. Trends 14 50% Financial statements analysis 
13. Relationships between statements 13 46% Financial reports 
14. Expenses 13 46% Financial statements 
15. Financial governance 13 46% Accounting practices 
16. Variations 12 43% Financial statements analysis 
17. Non-current assets 12 43% Financial statements 
18. Cash flow statement 12 43% Financial statements 
19. Financial position 12 43% Financial judgements 
20. Asset valuation 12 43% Accounting practices 
21. Key indicators 11 39% Financial statements analysis 
22. Financial sustainability 11 39% Financial judgements 
23. Recognition 11 39% Accounting practices 
24. Profit or Loss 10 36% Financial statements 
25. Financial risk 10 36% Financial judgements 
26. Liquidity 10 36% Financial judgements 
27. External audit 10 36% Accounting practices 
28. Financial reporting quality 10 36% Accounting practices 
 
Within each theme, the number of distinct financial concepts identified by experts did 
not relate directly to the number of experts identifying them (Figure 4-5). For example, the 
vast majority of experts (96%) identified concepts categorised under theme ‘Financial 
judgements’. Within this theme there were only 12 distinct concepts, which equated to 9% of 
the total number of finance concepts (138) identified by the experts. In contrast, 89% of 
experts identified concepts categorised under the theme ‘Financial statements’. Within this 
theme there were 50 distinct concepts, which equated to 36% of the total number of finance 
concepts identified by the experts.  
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Figure 4-5: Coding intensity by finance theme  
 
In their responses experts explained how knowing specific concepts enabled directors 
to make informed decisions. These observations are presented in the order of coding intensity 
by experts (Figure 4-5):  
1. Financial judgements;  
2. Accounting practices;  
3. Financial statements;  
4. Financial statements analysis; and  
5. Financial reports. 
Theme 3: Financial judgements 
The theme ‘financial judgements’ related to the fundamental strategic financial matters 
that each individual director needs to monitor and form judgements on.  Having a knowledge 
of the concepts underpinning the financial judgements made by directors was identified by 27 
experts (96%) as a necessary component of director financial literacy (Figure 4-6). These 27 
experts identified 12 distinct concepts, or 9% of the total finance concepts (138) identified by 
experts participating in Round One. Based on the number of experts mentioning them, the top 
three concepts were ‘solvency’ (18 experts or 64% of Round One participants), 
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‘performance’ (15 experts or 54% of Round One participants) and ‘financial position’ (12 
experts or 43% of Round One participants).  
Figure 4-6: Coding intensity by experts under the theme ‘financial judgements’ 
 
Theme 5: Accounting practices 
The theme ‘accounting practices’ related to the practices used to prepare and present 
financial reports. Knowledge of the preparation and presentation of financial information 
contained in financial reports was identified by 26 experts (93%) as being essential to director 
financial literacy (Figure 4-7).  These 26 experts identified 49 distinct concepts, or 34% of 
the total finance concepts (138) identified by experts participating in Round One. Of these 49 
concepts 12 of them were identified by one expert only. Based on the number of experts 
mentioning them, the top three concepts were ‘accounting standards’ (15 experts or 53% of 
Round One participants), ‘accrual vs cash accounting’ (15 experts or 53% of Round One 
participants), and ‘measurement of items’ (14 experts or 50% of Round One participants), 
which included lower level concepts such as ‘asset valuation’ and ‘depreciation’. 
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Figure 4-7: Coding intensity by experts under the theme ‘accounting practices’ 
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Theme 6: Financial statements 
The theme ‘financial statements’ related to the key components of financial reports 
including the notes, directors’ declaration and the four fundamental financial statements – (1) 
balance sheet, (2) income statement, (3) statement of cash flows, and (4) statement of 
changes in equity. It also included the individual line items such as ‘reserves’ ‘revenue’ and 
‘net operating cash flow’ contained in these statements.  
Knowledge of the components of financial reports was identified by 25 experts (89%) 
as being central to director financial literacy. These 25 experts identified 50 distinct concepts, 
or 36% of the total finance concepts (138) identified by experts participating in Round One 
(Figure 4-8). Fifteen of these 50 concepts were identified by one expert only. Based on the 
number of experts mentioning them, the top three concepts were ‘balance sheet’ (23 experts 
or 82% of Round One participants), ‘income statement’ (21 experts or 75% of Round One 
participants), and ‘assets’ (19 experts or 68% of Round One participants). The concept 
‘assets’ included lower level concepts such as ‘current assets’ and ‘non-current assets’.  
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Figure 4-8: Coding intensity by experts under the theme ‘financial statements’ 
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was identified by 24 (86%) as being a necessary component of director financial literacy. 
These 24 experts identified 19 distinct concepts, or 14% of the total finance concepts (138) 
identified in Round One (Figure 4-9). Four of these concepts were identified by one expert 
only. Based on the number of experts mentioning them, the top three concepts within the 
financial statements theme were ‘financial story’ (16 experts or 57% of the Round One 
participants), ‘ratios’ (14 experts or 50% of Round One participants) and ‘trends’ (14 experts 
or 50% of Round One participants). 
Figure 4-9: Coding intensity by experts under the theme ‘financial statements analysis’ 
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‘Notes’ (9 experts or 32% of Round One participants), and the purpose of statements (8 
experts or 29% of Round One participants). 
Figure 4-10: Coding intensity by experts under the theme ‘financial reports’ 
 
Summary and conclusion 
During Round One 28 experts identified 138 distinct finance themed concepts as 
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analysis so they can form judgements about the accuracy of figures and from a view of the 
financial health and solvency of the organisation as presented in a financial report. 
4.5.3 Difficult concepts for directors without financial expertise 
Question 4 sought individual expert views on the concepts that directors without 
financial expertise tend to misunderstand or misuse when doing board work (Table 4-1). 
Experts participating in Round One identified 193 individual concepts of which 138 were 
categorised into one of the five finance-focussed themes. These 138 concepts potentially 
form a hierarchical conceptual framework for director financial literacy. Thirty-four (25%) of 
these financial concepts were also identified by two or more experts as being more difficult 
for directors without financial expertise to grasp and apply to board work (Figure 4-11).  
Figure 4-11: Concepts identified by two or more experts as being difficult and applicable to director financial 
literacy  
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without financial expertise to understand (17 experts or 61% Round One participants). 
Overall, the number of experts identifying concepts relevant to director financial literacy did 
not relate directly to the number of experts identifying the same concepts as being more 
difficult for directors without financial expertise to understand. For example, only 4 experts 
(14% of the Round One participants) identified ‘cash versus accrual accounting’ as a concept 
applicable to director financial literacy; whereas 11 experts (39 participants in Round One) 
had identified the same concept as being difficult for directors without financial expertise to 
understand. Thus, some of the more difficult concepts were perceived to be less important to 
director financial literacy and vice versa. 
4.5.4 Indicators of director financial literacy 
In the absence of a direct measure of director financial literacy, when addressing 
Question 4 experts reflected on their own boardroom experiences to infer director financial 
capability from their observations of other directors. Experts, for example, observed that 
directors lacking financial competence typically did not engage in discussions about the 
finances and deferred to the views of financial experts or tried to “bluff their way through” 
(Director, For-profit sector). In contrast, experts observed that financially competent directors 
tended to engage in discussions. Some experts suggested checklists of indictors of financially 
literate directors. These checklists revealed that the concepts and themes identified in Round 
One were interdependent and together formed a tentative conceptual framework for director 
financial literacy. By way of example, a checklist of indicators identified by one of the 
experts is provided in Table 4-7. 
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Table 4-7: Example of a checklist of director financial literacy 
Checklist presented by a Director, Public sector 
A financially literate director in the boardroom is able to demonstrate that they: 
Themes 
1. Understand how each of the financial statements is prepared including key 
accounting standard and policies which underpin them and assess whether there 
are matters not included in the financial statements which should be     
• Accounting practices 
2. Understand how each of the financial statements inter-relate     
• Financial reports 
3. Understand how to assess the company's solvency     
• Financial judgements 
4. Understand key financial drivers for the company and how they are reflected in 
the statements     
• Financial statements 
analysis 
• Financial judgements 
5. Understand key financial metrics relevant to the company and how they are 
calculated using the financial statements     
• Financial statements 
analysis 
• Financial statements 
6. Compare financial statements from year to year and draw conclusions regarding 
the company's financial performance on this basis      
• Financial statements 
analysis 
• Financial judgements 
7. Independently form a view on whether the financial statements represent a true 
and fair view of the company's financial position.  
• Financial reports 
• Accounting practices 
• Financial judgements 
 
Experts suggested that some concepts are not intuitive for directors without financial 
expertise because these concepts do not reflect a layperson’s view of finance. ‘Accrual 
accounting’ for example, “is difficult for some and is sometimes misunderstood because it 
moves away from cash accounting which is the way most non-accountants think about 
financial matters” (Director, Nonprofit sector). The difficulty experienced in understanding 
financial information may also be “explained by minimal or no exposure to basic and 
fundamental accounting concepts” (Director, Nonprofit sector) and “the language and style as 
well as the jargon” (Accountant, For-profit sector) used in financial reports.  This barrier is 
related to the  “increasing complexity of accounting standards is making it more difficult for 
directors to acquire and maintain the level of financial knowledge needed to sign off on 
financial statements” (Director, Nonprofit sector). One expert proposed that management 
conventions relating to the extent of financial information provided to directors also 
influenced the ability of a director to establish an understanding of the organisation’s 
‘financial story’. To fully understand the financial story directors require information 
spanning beyond the two to three years of data that is typically provided to directors. 
Directors “understand financial information better when they can examine 5 or more years of 
financial information” (Educator, For-profit sector).  
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Summary 
Experts assessed the extent to which a director is financially literate through behaviours 
they had observed in the boardroom. Two or more experts proposed that directors without 
financial expertise tend to experience difficulties in understanding and applying 34 (25%) of 
the 138 distinct finance-themed concepts identified during Round One. Experts also 
suggested that directors without financial expertise faced four practical barriers to acquiring 
and developing director financial literacy – (1) differences between the technical and the 
layperson’s use of terms, (2) lack of experience and exposure to financial terms, (3) the 
complexity of accounting standards, and (4) the presentation and extent of information 
provided to directors. 
4.6 ROUND ONE RESULTS SUMMARY 
The purpose of Round One of the Delphi study was to explore individual expert 
perceptions of director financial literacy. The Round One questionnaire was designed to 
encourage experts to contribute their own views in narrative form. Data analysis, therefore, 
applied qualitative data analysis techniques. Emerging from the data analysis was 193 distinct 
concepts which were coded and assigned to seven overarching themes covering cognitive 
capability, context and five finance-specific themes – (1) financial judgements (2) financial 
statements analysis, (3) accounting practices, (4) financial reports, and (5) financial 
statements.  
The finance-focussed themes encompassed 97 concepts identified by two or more 
experts as important to director financial literacy. Thirty-four concepts were also identified 
by two or more experts as being more difficult for directors without financial expertise to 
understand. Twenty-four of the 97 concepts were also identified by two or more experts as 
being both relevant and difficult for directors without financial expertise to understand.   
Emerging from this data analysis of responses to Questions 1, 2 and 4 were a number of 
findings that contribute to addressing the three research questions guiding this study. These 
findings are discussed in the following section. 
4.7 ROUND ONE FINDINGS  
The data gathered in Round One contributed to addressing each of the three research 
questions (Table 4-8). 
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Table 4-8: Summary of Round One key findings 
Research question Key findings in Round One 
RQ 1: How do experts frame director 
financial literacy? 
Experts framed director financial literacy primarily in terms of: 
1. The board’s control role and task of monitoring management; 
2. Directors’ duties and statutory requirements relating to solvency; 
3. Accounting knowledge  
4. Being a fundamental building block applicable to all directors; 
5. Being a broad range of capabilities involving cognitive skills and a mix of 
factual, conceptual and procedural knowledge, similar to those described in 
Bloom’s taxonomy (Krathwohl, 2002). 
RQ2: How do experts identify a financially 
literate director? 
Experts identified the characteristics and capabilities of an ideal financially literate 
director without financial expertise as being able to: 
1. Independently make financial judgements; 
2. Analyse financial statements; 
3. Understand the accounting and auditing practices involved in the 
preparation and presentation of financial reports; 
4. Understand the purpose, limitations and relationships between the various 
components of financial reports, including financial statements, notes and 
directors declaration; and 
5. Understand the meaning of individual line items and the relationships 
between line items contained in financial statements. 
To be effective this capability needs to be applied to board work. 
RQ3: Which are the central financial 
concepts for directors to understand? 
Experts identified 97 finance-themed concepts that formed a conceptual framework 
for director financial literacy. The conceptual framework is underpinned by a basic 
factual and conceptual knowledge of financial statements and reports upon which 
more advanced knowledge and skills relating to accounting practices, financial 
statements analysis and making financial judgements.  
 
4.7.1 Framing the phrase 'read and understand financial statements'?   
For the purposes of the current study framing director financial literacy involved 
broadly articulating its purpose, boundaries and components. During Round One experts 
indicated that having financially literate directors on boards facilitates more robust decision-
making, monitoring, risk mitigation and compliance. Experts broadly identified director 
financial literacy as serving two purposes.  
Firstly, at an individual level director financial literacy is necessary for directors to 
fulfil their legal duties of due care, skill and diligence. Director financial literacy was 
identified as a fundamental skill that enabled directors to independently make informed 
judgements on matters before the board and in support of their legal obligations relating to 
financial reporting and solvency. This view aligns with the practitioner literature in which the 
performance of directors’ duties and statutory obligations required the presence and 
application of director financial literacy by each individual director (ASIC, 1992, 2014c). 
And secondly, director financial literacy supports the board roles, particularly the 
control role and, more specifically, the task of monitoring management. This association 
between the control role and director financial literacy aligns with the scholarly literature in 
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which director financial literacy was regarded as a critical and necessary capability for 
monitoring management to identify mismanagement or dishonesty (Coates et al., 2007; 
Giacomino, Wall, et al., 2009) 
Describing the boundaries dominated how experts framed director financial literacy. 
The boundaries of director financial literacy were articulated primarily in terms of the type of 
knowledge and skills required to ‘read and understand financial statements’. Experts 
described director financial literacy as involving factual, conceptual and procedural knowledge 
and more advanced cognitive capabilities than indicated in the phrase ‘read and understand 
financial statements’. These cognitive abilities included recognition, recall, comprehension, 
application analysis and evaluation (Krathwohl, 2002).  To be financially literate a director 
needs to be able to synthesise and contextualise financial information so they can gain a sense 
of the ‘financial story’ of the organisation they serve. 
The content knowledge for director financial literacy was framed by experts in a way 
that reflected ‘accounting literacy’ to monitor management as proposed by Coates et al. 
(2007) and Giacomino, Wall, et al. (2009). The experts gave little consideration to the 
broader range of financial capabilities covering investment and financial strategies such as 
growth and diversification.  For example, one expert commented that there “is no expectation 
that the reason for reviewing financial statements might be to identify areas of growth or 
over-expenditure” (Educator, Nonprofit sector). Where the future was considered it was very 
much embedded within the accounting domain. Central to director financial literacy is “being 
able to understand how changes in the financial statements relate to the business they govern. 
Thus, understanding the trends in the key financial figures and variations from expectations 
such as budgets” (Accountant, For-profit sector). While a financially literate director is not 
expected to have the depth and breadth of capability of a financial expert such as an 
accountant, they are required to have a higher level of capability than other financial literates, 
should they serve on the Audit Committee or as chair of the board.   
4.7.2 Identifying financially literate directors 
In the absence of direct reliable and accurate measures of director financial literacy, 
experts inferred the extent to which a director is financially literate through observed 
behaviours in the boardroom. Experts perceived the meaning of ‘read and understand 
financial statements’ primarily in terms of having an ability that relates to making strategic 
level judgements about an organisation’s finances. Within this broad frame of reference, 
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experts explained that they identified a financially literate director as one who demonstrated 
they are able to: 
1. Independently make financial judgements; 
2. Analyse financial statements; 
3. Understand the accounting and auditing practices involved in the preparation and 
presentation of financial reports; 
4. Understand the purpose, limitations and relationships between the various 
components of financial reports, including financial statements, notes and directors 
declaration; and 
5. Understand the meaning of individual line items and the relationships between line 
items contained in financial statements. 
Being able to evaluate the financial information contained in financial statements is 
essential for “decision making and alignment with the goals of an organisations” (Educator, 
For-profit sector). For example, there is “a link between reading and understanding financial 
statements and the need to identify when a company might become insolvent” (Educator, 
Nonprofit sector). An understanding of ‘solvency’ is achieved by understanding the line 
items contained in financial statements (e.g. balance sheets, assets and liabilities) and the 
purpose and relationships between statements (e.g. balance sheet and cash flow statements), 
the accounting practices that generated the figures in financial reports and applying this 
information to conduct an analysis so a director is “able to satisfy themselves firstly, that the 
entity is solvent and is not in danger of trading while insolvent” (Director, Nonprofit sector). 
Misconceptions and misuse of specific financial concepts were also indicators of a lack 
of director financial literacy. In Round One experts identified 34 concepts that directors 
without financial expertise tend to struggle to understand and apply to board work. Twenty-
four of these concepts were also identified by two or more experts as being applicable to 
director financial literacy.  
While the presence of individual director financial literacy on boards supports role 
performance to be effective this capability needs to be applied to board work. To apply their 
financial knowledge and skills to board work individual directors also needs to be confident, 
diligent, engaged and courageous in their approach to the finances of the organisation they 
serve.  Experts also suggested that directors use checklists to routinely read, analyse and 
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evaluate the financial information contained in financial reports. These checklists 
incorporated several of the concepts identified as difficult and relevant to director financial 
literacy. 
4.7.3 Emerging conceptual framework for director financial literacy 
Concepts are building blocks, which allow knowledge to be constructed and applied 
(Blaikie, 2010). In considering what concepts are central to director financial literacy experts 
explained the connections between concepts and how knowing these concepts and the 
connections between them enables directors to make informed decisions.  For example, an 
understanding of specific items from the income statement, cash flow statement and balance 
sheet provides a foundation for understanding which indicators directors need to use to 
monitor the financial health and solvency of the organisation. 
By the completion of Round One a tentative conceptual framework for director 
financial literacy had emerged. This framework consisted of 97 distinct concepts rated by two 
or more experts and classified under one of the five finance-focussed themes – (1) financial 
judgements, (2) financial statements analysis, (3) accounting practices, (4) financial reports, 
and (5) financial statements. This framework was articulated by the experts as a connected 
and cumulative hierarchy of knowledge that moved from the simple to complex. Experts 
indicated their support for the view that there exists a fundamental set of conceptual building 
blocks that all financially literate directors need to understand. In identifying concepts experts 
also identified a multitude of relationships between concepts and how knowing these 
concepts and their connections enables directors to form judgements on the strategic financial 
state and solvency of the organisation they serve.  
The tentative conceptual framework emerging from the Round One data was developed 
into a concept map (Figure 4-12). Concept maps are graphical representations of concepts 
and associations between concepts and are increasingly used for teaching and assessing 
accounting and finance (Leauby, Szabat, & Maas, 2010; Simon, 2007). Concept maps allow 
multi-dimensional and inter-related constructs to be presented in a rich and single 
presentation. Related concepts and examples are connected with lines, using a few words to 
specify the nature of the relationship. Arrows are used to indicate the direction of the 
relationships.  In this way, linking phrases and concepts conveys meaningful constructs or 
propositions, which form basic units of knowledge (Novak & Cañas, 2008; Simon, 2007). 
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Only some relationships are shown in Figure 4-12. This is because showing all relationships 
would reduce the visibility of the ideas associated with the key findings.   
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Figure 4-12: Concept map for director financial literacy at the end of Round One 
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In Round One the concepts identified by the experts covered a broad range of strategic, 
technical concepts and procedural accounting knowledge. Expert articulation of concepts also 
indicated that the conceptual framework is hierarchical and purpose driven. It is hierarchical 
in that basic concepts such as ‘assets’, ‘liabilities’ and ‘equity’ provide a conceptual 
foundation for understanding the ‘balance sheet’. It is purpose driven because directors use 
financial information for the purpose of making strategic judgements relating to, for example, 
the organisation’s ‘solvency’, ‘performance’ and ‘capacity to service debt’. Essentially a 
director needs to have the conceptual understanding required to formulate their own view of 
the organisation’s financial state so they may then monitor the key indicators such as 
solvency and performance while minimising risk.  
The ‘cross-links’ between concepts indicated that the conceptual framework for 
director financial literacy is not simply linear or hierarchical. Rather, it is more complex and 
requires more advanced analytical and other cognitive skills to make the conceptual 
connections necessary to contribute to an organisation’s financial governance. For example, 
to make decisions about ‘solvency’ a director needs to also understand the ‘balance sheet’ 
and ‘cash flow statements’, the underlying components of these statements and then use all 
this information to form an independent view on the organisation’s solvency.  
The concepts identified in the conceptual framework for director financial literacy 
formed the foundation for evaluating the findings from Round One in the next Round of the 
Delphi study (Round Two). 
4.8 CONCLUSION AND PROGRESSION TO THE ROUND TWO 
At the conclusion of the first round of the Delphi study, 97 finance-themed concepts 
mentioned by two or more experts were identified for review and evaluation by experts in 
Round Two. Responses to Question 4 identified 34 concepts that experts perceived to be 
more difficult for directors to grasp and apply to board work. Unless these concepts are also 
essential to director financial literacy then they do not directly relate to the purpose of this 
study which is to identify the minimum level of capability required for director financial 
literacy. Thus, the focus of Round Two will be on identifying the concepts important to 
director financial literacy and forming the essential core conceptual framework for director 
financial literacy. Once expert agreement on the concepts essential to director financial 
literacy has been achieved then the relationship between difficulty and those essential 
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concepts will be explored further. Consequently, conceptual difficulty was excluded from the 
Round Two questionnaire, but identified for further consideration in Round Three. 
The Round One questionnaire was designed to support the exploratory purpose of 
Round One. With tentative findings from Round One addressing all three research questions 
and the emergence of a conceptual framework for director financial literacy, the exploratory 
purpose had been achieved. To meet the research purpose of this study, it was necessary to 
refine or re-emphasise the focus of the study in the questionnaires used from Round Two 
onwards. These Rounds involved evaluating and making judgements about the findings from 
the Delphi study. The study’s focus was refined or re-emphasised in four ways – (1) the unit 
of analysis was individual directors; (2) research interest was limited to the minimum level of 
capability only; (3) research interest was limited to the context-free application of director 
financial literacy and (4) research interest was limited to finance knowledge and skills, and 
did not include personal characteristics, behaviours or other forms of knowledge and skills. 
The unit of analysis for this study is the individual director. Thus, for subsequent 
Rounds a stronger emphasis on the individual director rather than the group was required. 
This was necessary to facilitate the collection of data relevant to this study, which is 
concerned with individual-level director financial capability. 
To facilitate the evaluation of ideas from a common basis with a view to achieve data 
reduction it was also necessary to refine the level of director financial capability to focus on 
the minimum capability required of individual novice directors without financial expertise. 
This was also to support the collection of data directly relevant to this study and reduce the 
collection of data superfluous to this study’s needs. 
The Round One results indicated that experts broadly supported the view that there is a 
fundamental and universal level of individual director financial capability required for 
directors to fulfil their duties. This fundamental capability is applicable across all contexts in 
which directors serve. Consequently, concepts and ideas relating to the themes ‘cognitive 
capability’ and ‘context’ were not carried forward to Round Two because the focus of the 
current study is on the minimal capability required of directors. Exploring or evaluating the 
extent and type of capabilities required for directors working in different environments, 
holding different roles or with varying levels of experience or expertise is not directly 
relevant to the current study. These aspects may be considered, however, for further 
investigation in a separate study.  To reinforce the context-free nature of this most 
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fundamental level of director financial capability, reference to ‘general purpose financial 
reports’, which are not used by all entities, was not carried forward to Round Two. Instead 
the broader and more inclusive term ‘financial reports’ was adopted. 
Finally, in responding to the Round One questionnaire experts tended to discuss the 
required knowledge and skills in conjunction with the application of these capabilities in 
boardroom interactions. For example, experts commented that director financial literacy also 
involved asking questions, engaging in discussions about the finances and testing information 
in the boardroom. The focus of this study, however is exclusively the required cognitive 
ability or, in Minichilli and colleagues’ (2009) terms, “the presence of [the most basic level 
of financial] knowledge and skill” required of novice directors without financial expertise. 
Consideration of personal characteristic, board dynamics and effectiveness of director 
financial literacy are beyond the scope of the current study. 
The focus of Round Two was, therefore, was on evaluating the finance-themed 
concepts only and identifying those concepts essential for each individual director without 
financial expertise to understand so they may contribute to the board’s control role and fulfil 
their own duties and obligations relating to solvency.  The five themes were: 
1. Financial judgements; 
2. Financial statements analysis; 
3. Accounting practices; 
4. Financial reports; and 
5. Financial statements. 
The next chapter presents the data collection and analysis undertaken in Round Two of 
the Delphi Study. 
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Chapter 5: Round 2 – Evaluation 
The primary purpose of Round Two was to address RQ3: Which are the 
central financial concepts for directors to understand. This involved evaluating the 97 
concepts identified by two or more individual experts in Round One as being relevant to 
director financial literacy. In accordance with (Adler & Ziglio, 1996) the outcomes to be 
achieved from evaluating these concepts were the identification of: 
1. Areas of agreement and prioritisation of importance of items; 
2. Areas of disagreement with explanations outlining the reasons for disagreement;  
3. Areas needing clarification; and 
4. Understanding through raising questions and comments about particular items or 
comments associated with items.  
Round Two concentrated on evaluating the tentative conceptual framework emerging 
from the Round One analysis (Figure 4-12). By focussing experts’ minds on the relative 
importance of the 97 concepts to the most fundamental level of director financial capability, 
it was anticipated that, as has been found in other Delphi studies it would be more effective in 
achieving data reduction (Goldman et al., 2010; Skulmoski et al., 2007; Streveler et al., 2011; 
Worrell et al., 2013).  
This chapter begins with an overview of the Round Two questionnaire design, process 
and data analysis. Quantitative data analysis techniques were applied to identify the extent of 
agreement within the panel, while qualitative data analysis provided insights into individual 
expert’s thinking behind the ratings assigned to concepts. The results generally supported the 
findings from Round One that director financial literacy requires more advanced capabilities 
than implied by the phrase ‘read and understand financial statements’.  The key finding from 
the quantitative analysis, was, however that at a foundation level director financial literacy 
encompasses a much smaller set of basic concepts than indicated during Round One. Thirty-
six (35%) of the concepts considered by the experts in Round Two were carried forward for 
expert judgement in Round Three.  
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5.1 ROUND TWO QUESTIONNAIRE DESIGN 
The Round Two questionnaire was designed to encourage experts to evaluate the 
importance of specific concepts and contribute feedback on the conceptual framework 
emerging from the Round One analysis (Appendix F). To direct expert attention to the most 
fundamental level of director financial capability, experts were asked from Round Two to 
consider the capability required for novice directors without financial expertise. 
The questionnaire consisted of twelve questions. All questions were optional allowing 
experts choose to respond to the questions in which they had expertise, experience or interest.  
Questions 1 to 5 asked experts to evaluate the 97 concepts brought forward from Round 
One (Table 5-1). The 97 concepts were grouped into five questions broadly covering the five 
financial themes identified during Round One as reflecting the essential set of capabilities 
required for director financial literacy.  
Table 5-1: Summary of the questions and responses in the Round Two questionnaire 
Round One theme Round 2 Questionnaire question Response options 
Financial judgements Question 1: How important is it for each 
individual director to have an understanding 
of the following strategic perspective of an 
organisation's finances? 
A list of 7 concepts including ‘capacity 
to service debt’ and ‘solvency’ was 
presented for experts to rate. 
Accounting practices Question 2: How important is it for each 
individual director to have an understanding 
of the following concepts associated with the 
preparation and presentation of financial 
reports?  
A list of 26 concepts including 
‘materiality’ and ‘capitalisation’ was 
presented for experts to rate. 
Financial reports  - 
relationships 
Question 3: How important is it for each 
individual director to have an understanding 
of the following aspects of financial reports?  
A list of 12 concepts including 
‘purpose of the balance sheet’ and 
‘directors’ declaration’ was presented 
for experts to rate. 
Financial reports – 
components 
Question 4: How important is it for each 
individual director to have an understanding 
of the items listed from the following financial 
statements: 
• Balance sheet;  
• Cash flow statement;  
• Income statement or Profit and loss 
statement; and 
• Statement of changes in equity? 
A list of 38 concepts including ‘assets’ 
and ‘equity’ was presented for experts 
to rate. 
Financial statements analysis  Question 5: How important is it for each 
individual director to have an understanding 
of the following financial indicators? 
 
A list of 14 concepts including ‘interest 
cover’ and ‘current ratio’ was 
presented for participants to rate. 
 
Since experts in Round One provided different descriptions for similar concepts, it was 
important to help experts understand each of the 97 concepts included in the questionnaire. 
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Therefore, a glossary of the 97 concepts derived from the data collected in Round One and 
the literature review was distributed with the Round Two questionnaire. Each expert was free 
to refer to the glossary when completing the questionnaire. Comments submitted by experts 
revealed that at least some experts had referred to the glossary when completing the 
questionnaire. For example, One expert from Canada commented that “I was familiar with 
every concept identified in this survey, although, as a Canadian, in a few spots (not many) I 
found the Australian terminology unfamiliar and had to consult the glossary” (Director, 
Nonprofit sector). 
Experts were asked to evaluate each concept using a four-point scale designed to assist 
them to distinguish the concepts essential to director financial literacy. The scale ran from the 
highest level of ‘must know’ concepts for each individual director. This was followed by the 
‘should know’ and ‘nice to know’ concepts, which depending on the context, experience and 
role a director plays within an organisation, may be useful but not essential to understand.  
The next level was ‘not applicable’, which covered concepts experts did not consider relevant 
to director financial literacy.  Should experts be unsure of the meaning or use of a concept 
within the context of director financial literacy an additional answer option (‘don’t know’) 
was provided. This approach aligned to the Delphi method rule in which experts are free to 
respond to questions in which they determine they have the expertise, experience or interest 
(Hanafin, 2004; Pickard & Childs, 2007). 
Question 6 asked experts to nominate whether they had participated in Round One. 
Experts who had not participated in Round One were asked to complete Questions 7 to 10. 
These questions were the same four questions from Round One in which experts were asked 
to self-identify their area of expertise and sector experience. Experts who indicated they had 
participated in Round One skipped Questions 7 to 10.  
Questions 11 and 12 provided experts with the opportunity to contribute their views on 
the Delphi study itself and on any aspect of director financial literacy.  
5.2 ROUND TWO PROCESS 
Round Two was conducted over six weeks in July to August 2014. The glossary of 
terms developed at the conclusion of Round One was distributed with the Round Two 
questionnaire (Appendix G). Experts were given three weeks to submit their responses.  
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Thirty-two (32) of the 39 experts who agreed to participate in Round Two of the Delphi 
study submitted their questionnaires, representing a response rate of 82%. Given that all 
questions were optional, the response rate for each of the questions varied (Table 5-2). 
Table 5-2: Response rate by question in Round Two 
Question No. Description Number of 
responses  
% of experts 
participating  in Round 
Two 
1 Financial judgements 32 100% 
2 Accounting practices 32 100% 
3 Financial reports overall 32 100% 
4 Financial statements 32 100% 
5 Financial statements analysis 32 100% 
6 Participation in Round One 31 
(5 responded no, 26 
responded yes & 1 
skipped this 
question) 
97% 
7 Expertise 5 16% 
8 Dominant expertise 5 16% 
9 Sector experience 5 16% 
10 Dominant sector experience 5 16% 
11 Additional comments on director financial 
literacy 
14 44% 
12 Feedback on Delphi study 4 12.5% 
 
At the conclusion of Round Two all responses were collated and summarised into a 
report. This report was distributed by email to each expert, including those who did not 
participate in the first or second rounds (Appendix H). The report included descriptive 
statistics (means, medians and modes) to allow experts to gauge both the extent of agreement 
within the panel and the refinement of the list of concepts for review in Round Three. Experts 
were invited to provide further feedback on the report by reply email or in their responses to 
the third questionnaire. Feedback was received in the Round Three questionnaire only.  
5.3 ROUND TWO DATA ANALYSIS AND RESULTS 
Round Two was primarily quantitative research. The quantitative component was 
sourced from expert ratings of concepts in Questions 1 to 5.  It involved determining the level 
of acceptable agreement within the panel of experts through a three-step process. First, the 
response options were converted to numerical data. Second, decision cut-offs for expert 
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agreement were developed to identify the concepts with sufficient support within the panel 
for inclusion in a refined version of the conceptual framework developed in Round One 
(Figure 4-12). And third, between groups analysis was conducted to identify potential group 
effects. The data analysis techniques and the results are presented in sections 5.3.1 and 5.3.2. 
The qualitative data analysis involved sentence-by-sentence coding of the narrative 
responses using the codebook developed during Round One. The narrative responses were 
provided by experts in the comments boxes for Questions 1 to 5 and Questions 11 and 12. 
These narrative responses supplemented the quantitative results and findings by providing 
some insights into expert ratings of specific concepts or groups of concepts. These responses 
included explanations, justifications, qualifications and suggestions. The results and findings 
from the qualitative analysis are presented from section 5.3.3 
5.3.1 Quantitative data analysis techniques 
This section presents the three-step process applied to the quantitative data collected in 
Round Two - (1) convert response options to numerical data; (2) establish statistical cut-offs 
for agreement; and (3) conduct between groups analysis.  
Conversion of response options 
To conduct quantitative analysis the closed response options were converted to 
numerical data using the following scoring system:  
• ‘Must know’ = 3; 
• ‘Should know’ = 2; 
• ‘Nice to know’ = 1; and 
• ‘Not applicable’ = 0. 
Additionally, the response ‘Don’t know’ was treated as a missing value and excluded 
from the analysis because the specific views of the experts concerned were not clear. The 
‘Don’t know’ response option was included in the questionnaire to cover situations where, for 
example, the meaning and application of specific terminology derived from Round One may 
not be clear to all experts; or an expert may have been undecided on the universal 
applicability of a specific concept to director financial literacy. Given the purpose of the 
Delphi study was to reduce ambiguity, it was necessary that the scaling method and analysis 
supported this purpose (Turoff & Hiltz, 1996). It was also important, however, that where 
uncertainty existed experts were not forced to select an option that obscured such uncertainty 
and therefore, potentially weakened the accuracy of the panel’s views on specific items. 
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Thus, experts were advised in the questionnaire to select ‘Don’t know’ where the meaning or 
relevance of a term to a universal notion of director financial literacy was in their view 
unclear.  Experts were also encouraged to provide explanations for their selections in the 
comment boxes. The explanations provided by experts generally confirmed that the selection 
of ‘Don’t know’ was due to terminology or uncertainty of the applicability to director 
financial literacy (Appendix H) and contributed to the qualitative analysis. 
Statistical cut-offs for agreement 
Prior to conducting the quantitative analysis, numerical cut-offs for the levels of 
expected agreement over the concepts essential to director financial literacy were developed. 
These cut-offs were based on similar approaches employed in previous Delphi studies 
(Goldman et al., 2010; Gray et al., 2005; Hanafin, 2004; Jarrett et al., 2011; Osborne et al., 
2003; Skulmoski et al., 2007; Streveler et al., 2011). For example, in their study on what the 
expert community considered to be important for the average person to understand about 
science by the completion of school, Osborne et al. (2003) identified consensus as being 66% 
of participants rating a theme ≥ 4 on a five-point Likert scale of importance. After three 
rounds they had identified 9 out of an initial 30 themes to be important. While Jarrett Jarrett 
et al. (2011) applied a median > 4 on a five-point Likert scale of importance to identify the 
most important concepts to include in a test covering the concepts essential for school 
students to be able to understand climate change. Over three rounds they identified ten out of 
29 concepts to be essential to understanding climate change. 
For this study the decision rules applied to Questions 1 to 5 in Round Two involved the 
three measures of central tendency: 
1. Mean greater than (>) 2 indicating that on average the concept was rated above 
‘should know’; 
2. Median greater than (>) 2 indicating that more than half the panel of experts rated 
the concept as ‘must know’; and 
3. Mode equal (=) to 3 indicating that the most common rating of the concept was 
‘must know’.  
Thus, for a concept to be accepted as being essential to director financial literacy it 
needed to have ‘must know’ as its most frequent rating; it needed to be rated ‘must know’ by 
more than half the panel of experts (i.e. generally more than 16 experts participating in 
Round Two); and the mean responses needed to be higher than ‘should know’. Achieving all 
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three statistical cut-offs meant the majority of the panel agreed that a particular concept was 
essential to director financial literacy. Borderline cut-offs occurred where the ratings for a 
concept met two of the three statistical cut-offs and were very close to meeting the third cut-
off (≤ .10). 
Between groups analysis 
Between-groups analysis was undertaken to determine whether results were influenced 
by experts’ expertise or sector experience. Group membership data was sourced from each 
expert’s self-assessment of their primary area of expertise and sector experience in Round 
One or Two. Expertise comprised of three sub-groups (accountant, director or educator). 
Sector experience comprised of three different sub-groups (for-profit, government or non-
profit).  
Cross-tabulation analysis was identified as the most appropriate statistical technique to 
use given the research purpose, questions, sample size and categorical data available from 
Round Two (Allen & Bennett, 2012; Field, 2013; Hair, 2010). As a chi-square test, cross-
tabulation analysis relies on two assumptions relating to independence and expected 
frequencies (Allen & Bennett, 2012; Field, 2013). Each expert participated only once in 
Round Two and given the anonymity of Delphi studies, the opportunities for one expert to 
influence the participation of another was controlled. Thus, the assumption of independence 
was met. 
The small sample size meant that adopting a 2 x 2 design reduced the risk of violating 
the expected frequency assumption. In a 2 x 2 design the expected frequencies for each cell in 
the cross-tabulation table should not fall below 5. Where expected frequencies assumption 
were violated the Fisher’s Exact test (sig. 2-tailed) was used (Allen & Bennett, 2012; Field, 
2013).  The predictor (six groups) variables and outcome variables (four answer options) data 
did not fit the 2 x 2 design so the data was transformed into binary variables (Table 5-3). 
Table 5-3: Transformed answer options and participant attributes 
Response options Experts (number per group) 
Original Recoded Original (32) Recoded (32) 
3 = Must 
2 = Should 
1 = Nice 
0 = N/A 
1 = Must 
0 = Should, Nice and 
N/A 
Expertise 
0 = Accountant (9) 
1 = Director (19) 
2 = Educator (4) 
Director 
1 = Director (19) 
0 = Accountant and educator 
(13) 
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Response options Experts (number per group) 
Original Recoded Original (32) Recoded (32) 
Don’t know (omitted) 
Missing values 
(omitted) 
Sector 
0 = For profit (10) 
1 = non-profit (16) 
2 = Public sector (government) 
(6) 
non-profit 
1 = non-profit (16) 
0 = For profit and Government 
(16) 
 
A statistically significant (p < .05) result indicated that membership of a particular 
participant group influenced perceptions of director financial literacy. Given the 2 x 2 designs 
Phi (φ) was used as an indicator of the effect size of the association (Allen & Bennett, 2012; 
Field, 2013). The magnitude of the effect size is shown in Table 5-4. 
Table 5-4: Effect size  
(Allen & Bennett, 2012, p. 238) 
Phi (φ) Effect size 
0.1 Small 
0.3 Medium 
0.5 Large 
 
5.3.2 Results and findings from the quantitative data analysis 
This selection presents the findings from the statistical analysis and between groups 
analysis for all five questions. The focus of Round Two was filtering the concepts across the 
whole questionnaire to identify the concepts essential for a novice director without financial 
expertise to understand. As such, the analysis was conducted at a whole-of-questionnaire 
level rather than by individual question.   
Statistical cut-offs 
The descriptive statistics indicated that the experts agreed that 16 concepts are essential 
to director financial literacy. Two concepts borderline to the statistical cut-offs were also 
identified - (1) ‘relationships between statements’ and (2) ‘reserves’ (Table 5-5). 
Table 5-5: Statistical analysis of responses listed in the order of the highest to the lowest mean.  
  Concepts rated N Mean Median Mode 
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1. Q1 Solvency 32 2.97 3.00 3 
2. Q3 Balance sheet 32 2.63 3.00 3 
3. Q3 Directors declaration 32 2.63 3.00 3 
4. Q1 Capacity to service debt 32 2.59 3.00 3 
5. Q1 Financial position 32 2.59 3.00 3 
6. Q4 Profit/Loss 32 2.59 3.00 3 
7. Q3 Income statement 32 2.56 3.00 3 
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  Concepts rated N Mean Median Mode 
8. Q3 Cash flow statement 32 2.56 3.00 3 
9. Q1 Liquidity 32 2.53 3.00 3 
10. Q2 Going concern 30 2.50 3.00 3 
11. Q4 Income 32 2.50 3.00 3 
12. Q4 Liabilities 32 2.50 3.00 3 
13. Q3 Purpose of financial statements 32 2.50 3.00 3 
14. Q4 Equity 32 2.47 2.50 3 
15. Q2 Audit opinion 32 2.44 3.00 3 
16. Q4 Assets 32 2.44 2.50 3 
B
or
de
rl
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 17. Q3 Relationships between statements 32 2.38 2.00 3 
18. Q4 Reserves 32 2.09 2.00 3 
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Mean >2 
Median > 2 
Mode = 3 
N = Number of experts out of a total of 32 
Q = Question in the Round Two questionnaire 
   
Because there was a third round to this study, there was an opportunity to include the 
two borderline concepts (‘relationships between statements’ and ‘reserves’) in the Round 
Three questionnaire for further expert consideration. Before finalising the list of concepts for 
verification by experts in Round Three, however, it was also necessary to investigate whether 
group differences may have influenced the results. A full list of the descriptive statistics 
results is provided in Appendix I. 
Between group differences - Cross-tabulation analysis 
As shown in Table 5-6 and detailed in Appendix J and Appendix K, statistically 
significant results from the cross tabulation analysis were produced for 22 concepts. The vast 
majority of the concepts identified with group-based differences were financial statements or 
line items in financial statements. The results for sector cross-tabulation analysis indicated 
that two concepts were more likely to be selected by experts primarily working in the 
Nonprofit sector as ‘must know’. The effect size for these differences was large (Table 5-4). 
The two concepts were ‘purpose of financial statements’ (‘financial reports’) and ‘expenses’ 
(‘financial statements’). The results for expertise indicated that the 20 concepts were more 
likely to be selected by directors than non-directors as ‘must know’ concepts for director 
financial literacy. The effect size for these concepts ranged from medium to large (Table 
5-4). A total of nine out of the 22 concepts had also met the statistical cut-offs for agreement 
and were already identified for roll-over to Round Three for expert review and confirmation. 
Given the presence of statistically significant group differences with medium to large effect 
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sizes, the remaining 13 concepts were noted for further exploration in the qualitative analysis 
(section 5.3.3) and for consideration in the design of the Round Three questionnaire. 
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Table 5-6: Statistically significant results and effect size from the cross-tabulation analysis on expertise and sector 
Theme Concept Significant group effect – directors Significant group effect - sector Met statistical cut-offs 
  Sig (2-sided) (φ) Effect size Sig (2-sided) (φ) Effect size  
Financial judgements  Financial position  .04 .36 Medium  .47 - - Yes 
Financial judgements  Profitability  .02 .42 Medium - large  .48 - - - 
Accounting practices  Audit opinion .01 .43 Medium - large  .72 - - Yes 
Financial statements Balance sheet  .01 .49 Large  .47 - - Yes 
Financial statements Cash flow statement .04 .37 Medium 1.00 - - Yes 
Financial statements Assets .00 .50 Large   .48 - - Yes 
Financial statements Current assets .02 .42 Medium - large   .47 - - - 
Financial statements Non-current assets .00 .51 Large   .69 - - - 
Financial statements Liabilities .01 .49 Large   .15 - - Yes 
Financial statements Current liabilities .01 .47 Large   .28 - - - 
Financial statements Non-current liabilities .00 .51 Large   .69 - - - 
Financial statements Dividends .02 .42 Medium - large   .65 - - - 
Financial statements Income .00 .56 Large   .20 - - Yes 
Financial statements Profit/Loss  .02 .43 Medium - large   .28 - - Yes 
Financial statements Provisions  .02 .42 Medium - large   .65 - - - 
Financial statements Grants .04 .41 Medium - large   .43 - - - 
Financial statements Leases .02 .42 Medium - large 1.00 - - - 
Financial statements Cash .00 .51 Large   .71 - - - 
Financial statements Cash flow – financing .04 .41 Medium - large   1.00 - - - 
Financial statements Cash flow – investing .04 .41 Medium - large   1.00 - - - 
Financial statements Expenses .07 - -   .01 .49 Large - 
Financial reports  Purpose of financial statements .48 - -   .01 .49 Large Yes 
 
 
.  
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Quantitative analysis conclusion 
The preliminary findings from the descriptive statistics indicated there were potentially 
18 concepts central to director financial literacy. This included 16 concepts that had met the 
statistical cut-offs and two concepts borderline to the statistical cut-offs. The cross-tabulation 
analysis also revealed some statistically significant differences in experts’ views based on 
their professional and sector experience for 22 concepts.  Nine of these concepts met the 
statistical cut-offs. The remaining 13 concepts were noted for further exploration in the 
qualitative analysis and Round Three.  
5.3.3 Results and findings from the qualitative data analysis 
The Round Two questionnaire was primarily designed to filter the concepts emerging 
from Round One and so identify the central financial concepts for individual directors to 
understand. The inclusion of comment boxes at the individual item level and for each 
Question from 1 to 5 aimed to encourage experts to qualify and justify their responses to 
closed questions as they progressed through the questionnaire. Nineteen of the 32 (59.4%) 
experts provided additional comments at individual item or question levels. The responses 
were coded using the coding scheme developed and applied during Round One.   
This section analyses and discusses experts’ additional comments in question order. 
1. Financial judgements (Question 1); 
2. Accounting practices (Question 2); 
3. Financial reports and statements (Questions 3 and 4); and  
4. Financial statements analysis (Question 5). 
Financial judgements 
Question 1 covered the high level aspects of an organisation’s finances such as 
‘solvency’ and ‘performance’ that are monitored by directors. In considering the seven 
concepts listed in Question 1 one expert commented that an “absence of knowledge of the 
above concepts represents a risk to the compliance with director duties” (Accountant, 
Nonprofit sector). The inter-related nature of many of the concepts was also noted. To be 
financially literate directors needs to “understand the solvency of their organisation (this 
encompasses understanding of a number of the other concepts such as liquidity, capacity to 
service debt etc.)” (Educator, For-profit sector). Another expert explained that directors need 
to understand “the meaning of a deficit of capital and the relationship with possible 
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insolvency” (Director, Nonprofit sector). In making judgements about an organisation’s 
finances, “cash flow management is critical” (Director, Nonprofit sector). For example in 
relation to solvency “it is a shortage of cash that will cause problems hence being able to 
interpret the cash flow is critical” (Accountant, Nonprofit sector) to forming a view on the 
solvency of the organisation that a director serves.  
Experts perceived director financial literacy to be a hierarchical capability that included 
a core of ‘must know’ concepts for each individual director.  “Solvency and ability to service 
debt and the impact on the current ratio” (Director, For-profit sector) are ‘must know’ 
concepts, for example. While other concepts such as “Cash flow forecasts (not cash flow 
statements)” (Director, For-profit sector) are ‘should know’ concepts for director financial 
literacy.  Such concepts are useful to know but not critical at the most fundamental level of 
director financial capability. 
Overall, the comments provided by experts indicated that to be financially literate a 
director must be able to make judgements about the financial health and solvency of the 
organisation they serve. 
Accounting practices 
Question 2 focussed on the accounting principles and methods used to calculate the 
figures, provide assurance and present financial information to the board and other 
stakeholders. Experts explained that directors without financial expertise need to have a 
strategic rather than technical understanding of financial information. “Strategically, directors 
minimally need to understand the story that that a complete set of statements is telling them” 
(Accountant, Nonprofit sector). The boundary between strategic and technical knowledge 
was not clear.  For some experts understanding technical aspects of the financial reporting 
process were a pre-requisite for interpreting and applying financial information to board 
work. One expert proposed that ‘double-entry bookkeeping’ “is the crux of the matter. If one 
does not understand this concept, one cannot read a balance sheet and so cannot claim to be 
financially literate” (Director, Nonprofit sector). While another expert explained that 
ignorance of ‘double-entry book keeping’ was akin to, “not knowing this is comparable to not 
knowing the alphabet” (Director, Nonprofit sector). 
Some concepts, however, were excluded from the conceptual framework for director 
financial literacy because they were perceived to be too technical. For example, ‘reporting 
entity’ is a “technical issue” that directors “should be able to rely on expert advice” 
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(Accountant, Nonprofit sector). Similarly “tax accounting” is a “complex area” so directors 
“should be able to rely on expert sign off” (Accountant, Nonprofit sector).  
The context in which a director serves also influences the applicability of some 
concepts to the universal notion of director financial literacy. For example, knowledge of ‘tax 
accounting’ is important for directors serving ‘for-profit entities’ but this knowledge is 
limited to the “tax implications of certain decisions” (Accountant, Nonprofit sector). 
Similarly, “some knowledge” of the concept ‘discounted cash flows’ would “help with 
business cases etc.” (Accountant, Nonprofit sector), but it is not an essential aspect of director 
financial literacy.  
Overall, the comments provided by experts indicated that to be financially literate a 
director must be able to understand at a strategic level the accounting practices applied to the 
preparation and presentation of financial reports. 
Financial reports and statements 
The items listed in Question 3 covered concepts broadly associated with the four 
financial statements and other documentation that comprise a financial report. For one expert, 
these items and the overarching theme they represented “speaks more convincingly to 
financial literacy than the preceding sections” (Director, Nonprofit sector) relating to the 
other themes. Another expert commented that, overall, “it is important that all directors have 
a grasp of the basic concepts and the relationship between the statements” (Accountant, 
Nonprofit sector).  
Although embedded within the balance sheet, for some experts, however, having an 
understanding of the accounting equation was also important: “Financial statements don't 
make sense otherwise” (Educator, Public sector). 
Of all the concepts identified by experts as forming the conceptual framework for 
director financial literacy, the line items of specific statements were identified as being the 
most context-dependent and not applicable to the universal foundation level of director 
financial literacy – A director needs “to know about them if you need to know about them!” 
(Educator, Public sector).While “certain items like assets will generally apply” (Educator, 
For-profit sector) some specific items “like tax, derivatives will depend on the nature of the 
organisation and the way it arranges things” (Educator, For-profit sector). Some items, 
including ‘derivatives’, ‘dividends’, ‘intangible assets’ and various measures of profit (e.g. 
EBITDA and NPAT) are simply “not applicable to all economic entities” (Director, 
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Nonprofit sector). In a similar vein, understanding ‘tax liabilities’ is more limited in the 
Nonprofit context as it only relates to ‘GST [Goods and Services Tax]’ (Director, Nonprofit 
sector). The apparently stronger influence of context on the importance of specific concepts 
relating to financial statements may explain why 18 of the 22 concepts subject to group-based 
differences fell within the ‘financial statements’ theme. 
Generally, the comments provided by experts indicated that to be financially literate a 
director must be able to understand three financial statements (balance sheet, income 
statement and statement of cash flows) and the key line items within these financial 
statements (e.g. assets and income). Experts must also have an understanding of the 
relationships between financial statements.  
Financial statements analysis 
Question 5 covered the concepts broadly associated with analysing financial statements 
as part of the evaluation and decision-making processes conducted by directors. These 
concepts included ratios or other calculations that function as indicators of the strategic issues 
covered in Question 1. The influence of context was raised again with one expert 
commenting that many of the concepts listed in Question 5 were “not applicable to all 
economic entities” (Director, Nonprofit sector). Others such as ‘the budget’, however, 
provide “a useful tool that should be understood by the directors, particularly variances 
between actual and budget that might explain unauthorised or exceptional expenditure” and 
help explain exceptional variances’ (Director, Nonprofit sector). Overall, experts indicated 
that to be financially literate directors must be able to analyse financial statements as an input 
into making financial decisions. 
Qualitative analysis summary. 
The qualitative analysis provided insights into the selection of specific concepts by 
experts participating in Round Two. It also reinforced the finding from Round One that to be 
financially literate each individual director must be able to: 
1. Understand three fundamental financial statements and the line items within these 
financial statements; 
2. Understand how financial reports are prepared and presented; 
3. Understand financial reports; 
4. Analyse financial statements; and 
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5. Make strategic financial judgements about the organisation’s health and solvency. 
5.3.4 Data analysis summary  
This section presented the findings of the quantitative and qualitative data analysis 
conducted in Round Two. It began with a discussion of the statistical analysis applied to the 
quantitative component sourced from experts’ responses to Questions 1 to 5. At the 
conclusion of the statistical analysis 18 concepts were identified for review and confirmation 
by experts in Round Three. This included the 16 concepts that had met the statistical cut-offs 
for panel-wide agreement and two concepts that were borderline to the statistical cut-offs. 
The experts had also unanimously agreed that ‘discounted cash flow’ was not part of the 
conceptual framework for director financial literacy.  
The cross-tabulation analysis showed that group membership had a statistically 
significant influence on the selection of 20 concepts by directors and the selection of two 
concepts by experts drawn from the Nonprofit sector. These differences had medium to large 
effect sizes. The qualitative data analysis also indicated that the context in which a director 
serves may have influenced expert prioritisation of the content of the conceptual framework 
required of directors. For example, ‘grants’ may be more relevant to directors serving on 
Nonprofit boards, and various taxes for directors serving on for-profit boards. 
Overall, the qualitative analysis provided insights into the reasons for strong agreement 
over some concepts (e.g. ‘solvency’) and areas in which individual expert views differed 
from the collective view of the panel (e.g. ‘the accounting equation’). The impact of potential 
group differences were identified as an issue for consideration in the design of the Round 
Three questionnaire and subsequent confirmation by experts.  
5.4 CONCLUSION AND PROGRESSION TO THE ROUND THREE 
To generate ideas an open and exploratory approach was adopted for Round One. To 
facilitate data reduction in Round Two a more closed approach emphasising the concepts 
essential to director financial literacy was adopted. The more focussed approach involved 
directing the panel’s attention to identifying the concepts each individual director ‘must 
know’ to be regarded as financially literate when doing board work. The concepts identified 
by experts were broad with most of them relating to three financial statements and the line 
items contained in those statements. In considering the findings of the qualitative data 
analysis it appeared that experts continued to perceive director financial literacy in terms of 
being sufficiently informed to monitor management and solvency, and fulfil directors’ duties. 
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Generally, the analysis of the Round Two data verified the findings from Round One 
that director financial literacy is a more complex capability than indicated by the phrase ‘read 
and understand financial statements’.  The scope of director financial literacy is also limited 
to the accounting knowledge domain. At its most fundamental level the type of knowledge 
required is largely conceptual and focussed on achieving a strategic understanding of the 
organisation’s financial story and solvency as encompassed within the theme ‘financial 
judgements’. 
The Round Two analysis also revealed that group membership may have influenced the 
selection of 22 concepts for inclusion in the conceptual framework. Of these 22 concepts, 18 
were related to financial statements and the line items within statements. The analysis 
indicated that working primarily in the Nonprofit sector had a statistically significant 
influence on the selection of ‘expenses’ and ‘purpose of financial statements’. Of greater 
concern, however, was that being a director had a statistically significant influence on the 
selection of 20 concepts by experts for inclusion in the conceptual framework. The qualitative 
data analysis revealed that the high number of group-based differences for items within the 
theme ‘financial statements’ may be due to these concepts being more important or 
applicable only in certain contexts. 
Upon the completion of the second Round 35% of the 97 concepts from Round One 
were identified to be carried forward for expert review and confirmation before finalising the 
conceptual framework for director financial literacy. This final set of concepts to be carried 
over to Round Three included the 16 concepts meeting the statistical cut-offs; two concepts 
borderline to the statistical cut-offs; 13 concepts not already covered but subject to group-
based differences; and a further four concepts (EBIT, EBITDA, EBIT and NPAT) that were 
potentially ambiguous or too fragmented in their presentation in the Round Two 
questionnaire for exclusion. An additional concept (budget vs. actuals) was identified in the 
comments as important for consideration by the panel. Collectively, these 36 concepts 
covered the five financial themes from Round One and the capabilities identified in the 
Round Two data analysis (Table 5-7). Further details on the selection of items for the Round 
Three questionnaire are provided in Chapter 6. 
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Table 5-7: Round Two capability, themes and concepts tentatively identified as underpinning director financial 
literacy 
1. To be financially literate 
for board work each 
individual director must 
be able to: 
2. Theme 3. Concepts – Agreed 
(met statistical cut-
offs 
4. Concepts requiring 
further 
consideration  
Understand three fundamental 
financial statements and the key 
line items within these financial 
statements 
Financial statements  1. Assets 
2. Balance sheet 
3. Cash flow statement 
4. Equity 
5. Income 
6. Income statement 
7. Liabilities 
8. Profit/Loss 
 
1. Cash 
2. Cash flow – financing 
3. Cash flow – investing 
4. Current assets 
5. Current liabilities 
6. Dividends 
7. EBITDA 
8. EBIT 
9. EBT 
10. NPAT 
11. Expenses 
12. Grants 
13. Leases 
14. Non-current assets 
15. Non-current liabilities 
16. Provisions 
17. Reserves 
Understand how financial 
reports are prepared and 
presented 
Accounting practices  9. Audit opinion 
10. 'Going concern' 
assumption 
 
Understand financial reports Financial reports  11. The purpose of the 
Directors' declaration 
12. The purpose of 
financial statements – 
balance sheet, 
statement & income 
statement 
18. Relationships between 
statements  
 
Analyse the financial statements Financial statements 
analysis  
 19. Budget or forecasts vs 
actuals  
Form strategic financial 
judgements on the financial 
health and solvency of the 
organisation they serve 
Financial judgements  13. Solvency 
14. Capacity to service 
debt 
15. Financial position 
16. Liquidity 
 
20. Profitability  
 
Round Two data analysis confirmed the view from Round One that director financial 
literacy consists of five core capabilities shown in the first column of Table 5-7 and five 
broad dimensions of accounting knowledge (themes in column 2). The Round Two data also 
confirmed that to form an independent view of the organisation’s finances each director 
needs to have at least a conceptual understanding of the finances. This understanding covered 
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at least 16 concepts (column 3 in Table 5-7) and potentially a further 20 concepts (column 4 
in Table 5-7)  As was discovered in Round One ‘solvency’ remains a central and driving 
influence for establishing boards with financial literate directors. In Round Two the experts 
re-iterated that although it is not expected that directors without financial expertise have a 
deep and technical understanding of the finances, it is expected that when they do not 
understand financial matters, they seek guidance from financial experts.  
The potential influence of group membership on establishing a universally applicable 
conceptual framework for director framework challenged an underlying assumption of this 
study – that at the most basic level of director financial capability there exists a common 
conceptual framework that is applicable to each individual director working in any context. 
Thus, in designing the Round Three questionnaire it was also necessary to consider the 
findings of the between groups analysis and confirm the existence of a set of core concepts 
underpinning director financial literacy. 
5.4.1 Tentative conceptual framework for director financial literacy 
By the end of Round Two the foundation level conceptual understanding of the 
finances required of individual directors encompassed a much smaller set of basic concepts 
than indicated during Round One (Figure 5-1). These concepts identified at the end of Round 
Two were broad and would not require an understanding of technical or transactional 
accounting concepts. Overall, “it is important that all directors have a grasp of the basic 
concepts and the relationship between the statements” (Accountant, Nonprofit sector). This 
view aligned more closely with those of regulators (ASIC, 1992, 2014c) and found in case 
law such as Centro. By the conclusion of Round Two analysis the emerging conceptual 
framework from Round One had been evaluated and reduced from 97 concepts to 16 
concepts with a further 20 potentially requiring confirmation in Round Three. The 
incorporation of concepts from Round Two into the design of the third round questionnaire 
and the subsequent data collection and analysis are discussed in the next chapter.
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Figure 5-1: Concept map for director financial literacy at the end of Round Two 
 
                            Met statistical cut-offs                             Identified for further consideration in                             
Round Three 
          Identified in Round One  
 
                                  Concepts that are grouped      
                                  because their meaning and    
                                  use are relative to each other  
 
Concept Concept Concept 
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Chapter 6: Round Three – Confirmation  
6.1 INTRODUCTION 
The primary purpose of Round Three was to verify the findings from the 
previous two rounds. As the confirmation phase of the Delphi Study, Round Three involved 
applying basic descriptive statistics to determine the extent of agreement within the panel 
(Adler & Ziglio, 1996).  
In Round Three experts were asked to (1) review and confirm the tentative conceptual 
framework developed in Round Two; (2) rate concepts that novice directors without financial 
expertise tend to demonstrate difficulty in understanding and applying to board work; and (3) 
evaluate an applied framework for director financial literacy. This applied framework was 
developed from the findings of the previous Rounds and incorporated each concept included 
in the tentative conceptual framework (Figure 5-1). In the form of a checklist of questions 
the applied framework was designed to guide directors in applying their conceptual 
knowledge to financial reports.   
This chapter begins with a discussion of how the results from previous rounds were 
incorporated into the design of the Round Three questionnaire. It is followed by an overview 
of the process for conducting Round Three, which primarily involved quantitative research. 
Quantitative analysis was used to determine the extent and nature of agreement within the 
panel and gauge the potential influence of expertise and sector experience. 
The results of the data analysis indicated the 
panel agreed that a minimum of 24 basic and strategic accounting concepts were essential to 
director financial literacy. This chapter closes with a discussion of the extent of consensus 
achieved by the end of Round Three and the criteria applied for closing the Delphi study at 
the completion of this Round.  
6.2 ROUND THREE QUESTIONNAIRE DESIGN 
The Round Three questionnaire was designed to encourage experts to confirm the 
importance and difficulty of specific concepts identified in the previous rounds for inclusion 
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in a conceptual framework for director financial literacy (Appendix L). Experts were also 
asked to evaluate a checklist for analysing financial information. This checklist was derived 
from the data collected in the previous rounds of the Delphi Study. All ten questions included 
in the questionnaire were optional. Experts were, therefore, free to choose to respond to the 
questions in which they had expertise, experience or interest.  
Questions 1 to 3 were designed to directly address the three research questions guiding 
the Delphi Study (Table 6-1). 
Table 6-1: Summary of the questions and responses in the Round Three questionnaire 
Research Questions Round Three Questionnaire 
questions 
Response options 
RQ3: Which are the central financial 
concepts for directors to understand? 
Q1: To what extent do you agree that 
each individual director must have at 
least a conceptual understanding of the 
following items? 
A list of 18 items covering 24 concepts 
including ‘capacity to service debt’, 
‘audit opinion’, ‘reserves’ and ‘balance 
sheet’ was presented for experts to rate 
using a 7-point Likert scale (Strongly 
agree to Strongly disagree). 
RQ2: How do experts identify a 
financially literate director? 
Q2: How likely are novice directors 
without a background in accounting or 
finance to initially misunderstand or 
misuse the following concepts when 
doing board work? 
The same list of 18 items covering 24 
concepts from Q1 was presented for 
experts to rate using a 7-point Likert 
scale (Very likely to Very unlikely). 
RQ 1: How do experts frame director 
financial literacy? 
Q3: To what extent do you agree that 
each of the following questions 
provides a useful framework for novice 
directors to independently read, analyse 
and form an opinion about the financial 
reports and the financial health of the 
organisation? 
A list of 13 questions, including ‘Are 
we protecting and improving our 
assets?’ and ‘Are we managing our 
financial risks?’ was presented for 
experts to rate using a 7-point Likert 
scale (Strongly agree to Strongly 
disagree). 
 
In Question 1 experts were asked to rate a list of 18 items incorporating 24 concepts 
carried over from Round One and Two. Question 2 asked experts to identify the concepts that 
novice directors tend to experience more difficulty in understanding and applying when doing 
board work. Questions 1 and 2 had identical response options.  These response options 
included the 16 concepts that had met the Round Two statistical cut-offs and two concepts 
borderline to those cut-offs. An additional four concepts were included because of 
dependencies with other concepts that had met the Round Two statistical cut-offs, potential 
fragmentation of higher level concepts across multiple items, or statistically significant 
group-based differences identified in Round Two. A summary of the design rationale for the 
response options for Questions 1 and 2 is provided in Table 6-2. 
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Table 6-2: Items carried over from the Round Two questionnaire to the Round Three questionnaire 
Round Two concepts (those not explicitly carried forward shown in strikethrough font) Round Three (concepts 
in bold) 
Met statistical 
cut-offs  
(16 concepts) 
Borderline to 
statistical cut-offs  
(1 additional 
concept) 
Statistically significant 
between groups 
differences  
(3 additional concepts) 
Other factors  
(4 additional concepts) 
Items included in the 
Round Three 
questionnaire 
• Solvency    1. Solvency 
• Balance sheet 
• Assets 
• Liabilities 
• Equity 
 • Balance sheet 
• Assets 
• Liabilities 
• Equity 
• Current assets 
• Non-current assets 
• Current liabilities 
• Non-current 
liabilities 
• Provisions 
• Dividends 
• Grants 
• Leases 
 2. Balance sheet 
3. Three key 
components of the 
balance sheet - 
assets, liabilities 
and equity 
• Capacity to 
service debt 
   4. Capacity to service 
debt 
• Income 
statement 
• Income 
• Profit/loss 
 • Income 
• Expenses 
• Profit/loss 
Various measures of 
profit including: EBT, 
EBIT, EBITDA, and 
NPAT 
5. Income statement 
6. Three key 
components of the 
income statement - 
income, expenses 
and profit/loss 
7. The meaning and 
implications of 
different measures 
of profit e.g. EBIT, 
EBITDA, NPAT or 
NOPAT. 
• Financial 
position 
 • Financial position  8. Financial position 
  • Cash • Profit vs cash at 
the bank 
9. Profit vs cash at 
the bank 
   • Budget or 
forecasts vs 
actuals 
10. Budget or 
forecasts vs actuals 
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Round Two concepts (those not explicitly carried forward shown in strikethrough font) Round Three (concepts 
in bold) 
Met statistical 
cut-offs  
(16 concepts) 
Borderline to 
statistical cut-offs  
(1 additional 
concept) 
Statistically significant 
between groups 
differences  
(3 additional concepts) 
Other factors  
(4 additional concepts) 
Items included in the 
Round Three 
questionnaire 
• Liquidity    11. Liquidity 
• Going 
concern 
assumption 
   12. Going concern 
assumption 
• Directors 
declaration 
   13. Directors 
declaration 
• Audit opinion  • Audit opinion  14. Audit opinion 
• Purpose of 
financial 
statements 
• Relationships 
between 
financial 
statements 
• Purpose of 
financial 
statements 
 15. Purpose of each 
financial statement 
and the 
relationships 
between them 
• Statement of 
cash flows 
 • Statement of cash 
flows  
• Financing 
activities 
• Investing activities 
• Operating 
activities 
16. Cash flow 
statement 
17. Three key 
components of the 
statement of cash 
flows - operating, 
financing and 
investing activities 
 • Reserves   18. Reserves 
  • Profitability   
 
In Round Two ‘reserves’ and ‘relationships between financial statements’ met two of 
the three Round Two statistical cut-offs and were close to meeting the third cut-off. Both 
concepts were included in the Round Three questionnaire to seek expert confirmation of the 
inclusion or exclusion of these concepts in the conceptual framework for director financial 
literacy. ‘Relationships between financial statements’ and purpose of financial statements’ 
which met the statistical cut-off, were combined in Round Three as they represented two 
aspects of the concept ‘financial statement’.  
All three elements of the cash flow statement (operating activities, investing activities 
and financing activities) were included in Round Three because, as noted in the experts’ 
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commentary, understanding these concepts is essential for making strategic financial 
decisions (e.g. solvency, liquidity and capacity to service debt) and extracting value from the 
cash flow statement, which also met the statistical cut-offs in Round Two. One expert 
explained that the cash flow statement is a “key statement, understanding the story told by 
each element is a base level” (Accountant, Nonprofit sector). While another expert explained 
that “the cash flow statement is … useful particularly where there may be directors with weak 
financial knowledge, as we all should know that where cash outflows exceed cash inflows, 
they may be a problem!” (Director, Nonprofit sector). In analysing the Round Two data it 
was also observed that concepts covering the line items in financial statements derived their 
meaning in relation to others within the hierarchy as shown in Figure 4-2 and Figure 4-3. 
In Round One, for example, one expert declared that is necessary for directors to 
understand all of “concepts behind Assets/Liabilities/Equity/” (Director, Public sector). Thus, 
rather than presenting them as individual items, in Round Three they may be more accurately 
presented together at a higher level and as a single item. Consequently the line items were 
presented at the highest levels as the ‘Three key components of the balance sheet - assets, 
liabilities and equity’; ‘Three key components of the income statement – income, expenses 
and profit/loss; and ‘Three key components of the statement of cash flows – operating, 
financing and investing activities’. 
A concept at risk of being inadvertently eliminated was ‘budget or forecasts versus 
actuals’. It was identified by six (or 19% of Round Two participants) in the additional 
comments as being necessary to director financial literacy. Experts associated this concept 
with the process of analysing financial statements. For example, one expert proposed that in 
analysing budgets and actuals, financially literate directors need to be able to “compare 
budget to actual in the Profit and Loss, line by line, and ask questions about significant 
variations” (Director, Nonprofit sector). This analysis formed part of the process for revealing 
the ‘financial story’ of the organisation. One expert explained that ‘the budget is “a useful 
tool that should be understood by the directors, particularly variances between actual and 
budget that might explain unauthorised or exceptional expenditure” and help explain 
“exceptional variances” (Director, Nonprofit sector). Thus, ‘budget or forecasts versus 
actuals’ was included in the Round Three questionnaire and categorised under the theme 
‘financial statements analysis’ because it was associated with the analysis of financial 
information as a pre-requisite to forming judgements about the financial health and 
management of the organisation. 
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As noted in section 5.4 the importance of the more general concept of ‘profit 
measurement’ may have been diluted in the Round Two questionnaire by listing more 
specific measures such as EBIT, EBITDA and NPAT. While these concepts were verbatim 
from Round One comments, one expert in Round Two commented that the specific measures 
of profit listed in the Round Two questionnaire are context dependent and simply “not 
applicable to all economic entities” (Director, Nonprofit sector). Another expert noted that 
“esoteric accounting concepts can impact the profit number” (Educator, Nonprofit sector). In 
considering these points I concluded that the fragmented presentation of the higher level 
concept of ‘profit measurement’ in Round Two may have resulted in it not meeting the 
Round Two statistical cut-offs. The specific measures of profit were, therefore, grouped 
together into a single item in the Round Three questionnaire and identified as examples of 
different ways of measuring and presenting the profit figure – ‘The meaning and implications 
of different measures of profit e.g. EBIT, EBITDA, NPAT or NOPAT’.  
The universal application of the concept ‘profitability’ was challenged in Round Two. 
For example, one expert explained that the “profitability is more relevant when reviewing the 
management accounts of a business” (Accountant, Nonprofit sector). Profitability was also 
identified by experts as a potential indicator of a higher level concept ‘performance’, which 
was not identified by experts as an essential concept for director financial literacy. 
Additionally, ‘profitability’ is associated with ‘margins’ rather than the residual of income 
and expenses as represented by the concept ‘different measures of profit’. Given all this, it 
was concluded that the panel did not regard ‘profitability’ as a concept essential to director 
financial literacy. Consequently, ‘profitability’ was explicitly excluded from the Round Three 
questionnaire.  
The between groups analysis in Round Two indicated that 22 concepts had statistically 
significant group differences based on expertise or sector experience. While 11 of these 
concepts had met the statistical cut-offs, the remainder were reviewed and considered for 
inclusion in the Round Three questionnaire. As indicated in Table 6-2, these concepts were 
incorporated into higher level concepts and response options. For example, ‘current assets’ 
are a lower level concept to ‘assets’, which was incorporated into the item ‘Three key 
components of the balance sheet - assets, liabilities and equity’. 
Based on these considerations experts were asked in Round Three to confirm the 
inclusion of 24 accounting concepts as the minimum conceptual understanding required for 
financially literate directors. These 24 concepts were presented as 18 items (Table 6-3). 
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Table 6-3: Final list of concepts carried forward to Round Three for expert confirmation 
Accounting concepts Round Three questionnaire items 
1. Solvency 1. Solvency 
2. Balance sheet 
3. Assets 
4. Liabilities 
5. Equity 
2. Balance sheet 
3. Three key components of the balance sheet - assets, 
liabilities and equity 
6. Capacity to service debt 4. Capacity to service debt 
7. Income statement 
8. Income 
9. Expenses 
10. Profit/loss 
11. Different measures of profit 
5. Income statement 
6. Three key components of the income statement - 
income, expenses and profit/loss 
7. The meaning and implications of different measures 
of profit e.g. EBIT, EBITDA, NPAT or NOPAT. 
12. Financial position 8. Financial position 
13. Profit vs cash at the bank 9. Profit vs cash at the bank 
14. Budget or forecasts vs actuals 10. Budget or forecasts vs actuals 
15. Liquidity 11. Liquidity 
16. Going concern assumption 12. Going concern assumption 
17. Directors declaration 13. Directors declaration 
18. Audit opinion 14. Audit opinion 
19. Financial statements 15. Purpose of each financial statement and the 
relationships between them 
20. Statement of cash flows 
21. Operating activities 
22. Financing activities 
23. Investing activities 
16. Cash flow statement 
17. Three key components of the statement of cash flows 
- operating, financing and investing activities 
24. Reserves 18. Reserves 
 
In Round Three experts were asked to rate the importance of 18 items to the conceptual 
framework for director financial literacy (Question 1) and the relative difficulty of these 
items for novice directors without financial expertise (Question 2). By confirming the items 
important to director financial literacy (Question 1) and the more difficult items (Question 2) 
it was anticipated that a clear conceptual framework would emerge as the end of Round 
Three. Based on the development of direct measures of conceptual understanding in other 
fields (Hurwitz, Brown, Islam, Daratha, & Kyte, 2014; Jarrett, Ferry, & Takacs, 2012; 
Streveler et al., 2003), it was also anticipated that the constructs within this framework will 
form the basis for more accurately and discriminating between directors with a conceptual 
understanding of finance from those who do not have this understanding. Thus, the more 
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difficult concepts could form the focus for developing a direct measure for assessing 
directors’ conceptual knowledge of finance. 
The purpose of Question 3 was to explore the relationship between a ‘conceptual’ 
understanding and an ‘applied’ understanding of the 24 concepts included in Questions 1 and 
2. In Round One director financial literacy was framed as an applied knowledge, with one 
expert suggesting that director financial literacy should be defined so it provides “a level of 
understanding that it allows for a 'health check' of an organisation - that is, being able to 
understand what is travelling along well, what could be improved and when intervention is 
required” (Educator, Nonprofit sector).  
Another expert suggested that when reading financial reports each director needs to be 
able to connect disparate pieces of information together into a coherent and convincing 
‘financial story’. This included being able “to read the statements as an entirety - i.e. 
contextualizing the statements together with the Notes and declarations and reports (Directors 
report/ directors’ declarations/ auditors report etc.)” (Educator, Public sector).  
Drawing on these ideas from Round One, Question 3 in Round Three asked experts to 
evaluate an applied framework in the form of a checklist of questions developed to guide 
novice directors without financial expertise when reading and using financial reports. The 
items included in the applied framework were derived from the data collected in previous 
rounds and the concepts listed in Question 1 (Appendix M). The applied framework broadly 
reflected the panel’s view that directors must have a strategic understanding of the finances 
so they can discharge their director’s duties, monitor solvency and, collectively, perform the 
board’s control role. For example, items included ‘Are we able to meet our short-term 
commitments?’ as an applied articulation of ‘solvency’, ‘liquidity’ and ‘capacity to service 
debt’; and ‘Is the financial state of the organisation reasonably reflected in the financial 
reports?’ as an applied articulation of the ‘financial story’, ‘director’s declaration’ and 
‘financial position’. A more detailed explanation of the relationship between concepts and the 
applied framework or health check is provided in Appendix M. 
Question 1 and Question 3 asked each expert to indicate their level of agreement with 
the inclusion of listed items in the conceptual and applied frameworks by using a seven-point 
Likert scale ranging from ‘Strongly agree’ through to ‘Strongly disagree’. Question 2 asked 
each expert to indicate the likelihood that a novice director would misunderstand or misuse 
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specific concepts using a seven-point Likert scale ranging ‘Very likely’ through to ‘Very 
unlikely’. 
Question 4 asked experts to nominate whether they had participated in any of the 
previous Rounds. First time participants were asked to complete questions 5 to 8. These 
questions were the same four questions from previous rounds in which experts were asked to 
self-identify their area of expertise and sector experience. Experts who indicated that they had 
participated in Round One skipped questions 5 to 8.  
Questions 9 and 10 provided experts with the opportunity to contribute their views on 
the Delphi study itself and on any aspect of director financial literacy.  
6.3 ROUND THREE PROCESS 
Round three was conducted over six weeks in August to September 2014. The glossary 
of terms developed at the conclusion of Round One was distributed with the Round Three 
questionnaire (Appendix G). Experts were given three weeks to submit their responses. 
Thirty-three (33) of the 39 submitted completed questionnaires, representing a response rate 
of 85%. Given that all questions were optional, the response rate for each of the questions 
varied (Table 6-4).  
Table 6-4: Response rate by question in Round Three 
Question No. Description Number of 
responses 
% experts participating 
in Round Three 
1 Importance of concepts 33 100% 
2 Misunderstood or misused concepts 32 100% 
3 Decision-making framework 33  
 
100% 
4 Participation in previous Rounds 31 (yes) 
2 (no) 
100% 
5 Expertise 2 6% 
6 Dominant expertise 2 6% 
7 Sector experience 2 6% 
8 Dominant sector experience 2 6% 
9 Additional comments on director financial literacy 10 30% 
10 Feedback on Delphi study 6 18% 
 
At the conclusion of Round Three all responses were collated, coded and summarised. 
A summary report was distributed by email to each expert, including those who opted-out of 
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the first, second or third rounds (Appendix N).  To provide experts with feedback on the 
extent of consensus within the panel this report included summaries of the collated responses 
and descriptive statistics (means, medians and modes). Experts were invited to provide 
further feedback on the report by reply email. Three experts provided additional feedback by 
email. In this feedback experts expressed their support for the development of a direct 
measure of director financial literacy and their ongoing interest in the outcomes of the current 
research. 
6.4 ROUND THREE DATA ANALYSIS TECHNIQUES 
Round Three was primarily quantitative research. The quantitative component was 
sourced from the closed responses to Questions 1 to 3. As in Round Two, quantitative 
analysis involved applying descriptive statistics to determine panel-wide agreement. 
Between-groups analysis was then used to identify whether differences in sector or expertise 
influenced the results.  
The qualitative component was sourced from the descriptive text recorded by experts in 
the comment boxes included in Questions 1 to 3 and Questions 9 and 10.  The qualitative data 
analysis involved sentence-by-sentence coding of the narrative responses using the codebook 
developed during Round One. These narrative responses supplemented the quantitative 
results and findings by providing some insights into expert ratings of specific items or groups 
of items. These responses included explanations, justifications, qualifications and 
suggestions.  
The results and findings from the quantitative and qualitative analyses are presented 
from section 6.5.  
6.4.1 Quantitative data analysis techniques 
This section presents the three-step process applied to the quantitative data collected in 
Round Three - (1) convert response options to numerical data; (2) establish statistical cut-offs 
for agreement; and (3) conduct between groups analysis.  
Conversion of response options 
To conduct a quantitative analysis of the data the response categories for Question 1 
and Question 3 were recoded as shown in Table 6-5. Missing values were excluded from the 
analysis on the basis that it was not clear why experts had skipped questions or what views 
they held, if any, on the item concerned. 
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Table 6-5: Recoding of response options for Question 1 (Q1) and Question 3 (Q3)  
Q1: To what extent do you agree that each individual director must have at least a conceptual 
understanding of the following items? 
 
Q3: To what extent do you agree that each of the following questions provides a useful framework 
for novice directors to independently read, analyse and form an opinion about the financial reports 
and the financial health of the organisation? 
 
Original responses Recoded Indicating 
Strongly agree 6 
Agreement Agree 5 
Somewhat agree 4 
Neither agree or disagree 3 Neutrality 
Somewhat disagree 2 
Disagreement Disagree 1 
Strongly disagree 0 
 
To conduct a quantitative analysis of the data the response categories for Question 2 
were recoded as shown in Table 6-6. Missing values were excluded from the analysis on the 
basis that it was not clear why experts had skipped questions or what views they held, if any, 
on the item concerned. 
Table 6-6: Recoding of response options for Question 2 (Q2) 
Q2: How likely are novice directors without a background in accounting or finance to initially 
misunderstand or misuse the following concepts when doing board work? 
Original responses Recoded Indicating that for novice directors the concepts are: 
Very likely 6 Relatively difficult to grasp 
Likely 5 
Somewhat likely 4 
Neutral 3 Neutrality 
Somewhat unlikely 2 Relatively less difficult to grasp 
Unlikely 1 
Very unlikely 0 
 
 
A combination of techniques was applied to determine the extent of agreement within 
the panel and whether dominant group membership (Director and Nonprofit) may have 
influenced the results.  
Statistical cut-offs for agreement 
Prior to conducting the quantitative analysis numerical cut-offs for levels of expected 
agreement were developed. These cut-offs were based on those employed in Round Two 
(section 5.3.1) and modified to suit the Round Three scales. The decision rules applied to 
Questions 1 to 3 in Round Three involved the following three measures of central tendency: 
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• Mean greater than (≥) 4 indicating that on average the concept was rated above 
‘neither agree or disagree’ (Questions 1 and 3) or ‘neutral’ (Question 2); 
• Median greater than (≥) 4 indicating that more than half the panel of experts rated 
the concept as ‘agreed’ (Questions 1 and 3) or identified a concept as being 
‘difficult’ (Question 2); and 
• Mode equal (≥) 4 indicating that the most common rating of the concept was at 
least ‘somewhat agree’ (Questions 1 and 3) or ‘somewhat likely’ (Question 2). 
For example, for a concept to be accepted as being essential to director financial 
literacy it needed to have at least ‘somewhat agree’ as its most frequent rating; be rated at 
least ‘somewhat agree’ by more than half the panel of experts (i.e. more than 16 to 17 experts 
participating in Round Three); and a mean response higher than ‘neutral’. Achieving all three 
statistical cut-offs meant the majority of the panel agreed that a particular concept was 
essential to director financial literacy. Borderline cut-offs occurred where the ratings for a 
concept met two of the three statistical cut-offs and were very close to meeting the third cut-
off (≤ .15). 
Between groups analysis 
The results of the between groups analysis in Round Two indicated some statistically 
significant group differences existed and may have influenced the responses submitted. A 
between groups analysis in Round Three was, therefore, also undertaken to determine 
whether the effects identified in Round Two continued into Round Three. 
Group membership data was sourced from each expert’s self-assessment of their 
primary area of expertise and sector experience in Rounds One or Two. Expertise comprised 
of three sub-groups (accountant, director or educator). Sector experience comprised of three 
different sub-groups (for-profit, government or non-profit).  
Given this study’s research purpose and the interval data used for the dependent 
variables (i.e. the use of Likert-type scales for rating items) the most appropriate statistical 
techniques to analyse the Round Three data were a one-way between groups ANOVA and 
Independent samples t-tests (Allen & Bennett, 2012; Field, 2013). 
The two distribution assumptions of normality and the homogeneity of variance 
required for both techniques were, however, violated. Investigation of the implications of the 
violations of normality and homogeneity of variance indicated that the unequal sample sizes 
(e.g. for expertise accountants n = 9, directors n = 20 and educators n =4) and the small 
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samples involved (n < 40) affects the power of the F-ratio in unpredictable ways (Allen & 
Bennett, 2012; Field, 2013). Consequently, the Kruskal-Walls One-way ANOVA was 
adopted as the most appropriate non-parametric equivalent to both the ANOVA and 
Independent samples t-test for investigating between group differences (Allen & Bennett, 
2012; Field, 2013). 
The Kruskal-Wallis ANOVA is an omnibus test for identifying differences between 
multiple independent groups where the data violates the distribution assumptions of 
normality or homogeneity of variance. The Kruskal-Wallis ANOVA applies a ranking 
process to the data and analyses the resulting ranks rather the original scores. This process 
eliminates the effects of skewed data and the presence of outliers (Field, 2013). 
Three assumptions relating to independence, scale and the distribution underpin the 
Kruskal-Wallis ANOVA. The design of the Delphi study ensured that the data met the 
assumption of participant independence. The interval scale of the dependent variables 
exceeded the requirement that the dependent variable scale be at least ordinal (Allen & 
Bennett, 2012). And finally, a review of the histograms for the dataset confirmed that the 
distribution of the data across and groups and items in Question 1 to Question 3 were 
approximately the same. 
Having confirmed that all three assumptions had been met a series of Kruskal-Wallis 
ANOVAs were conducted separately on the responses to Question 1 to Question 3. One 
ANOVA was run on the ‘expertise’ group (accountant, director and educator) and another 
ANOVA on ‘sector experience’ (for-profit, non-profit and public) for Questions 1 to 3.  
Where the test statistic (H) was statistically significant (p < .05) for a specific item it 
was concluded that between groups differences influenced expert selection of that item. 
Visual inspection of the boxplots provided a sense of the spread and shape of the data across 
all three sub-groups and identified the data for pairwise comparisons. A pairwise comparison 
of the sub-groups with an adjusted p-value was conducted to ensure the family-wise error rate 
remained at 5%. Where the adjusted p was significant (p < .05) it was concluded that the 
selection of the item was significantly affected by participant membership of a specific sub-
group.   
The effect size was determined by calculating the Eta-squared (η2): 
η2 = 𝐻
𝑁−1 
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The result (η2) was converted to Cohen’s (1988) effect size measure for ANOVA: 
𝑓 = � η
21− η2 
 
 The magnitude of the effect size was determined using Table 6-7.   
Table 6-7: Effect size 
 (J. Cohen, 1988) 
Cohen’s 𝒇 Effect size 
.10 Small 
.25 Medium 
.40 Large 
6.5 ROUND THREE RESULTS AND FINDINGS 
This section presents the results and findings of the statistical analysis conducted on 
Questions 1 to 3 of the Round Three questionnaire. It concludes with a discussion of the 
findings and the additional comments provided by experts.   
6.5.1 Conceptual understanding required  
Experts were asked to rate the extent to which they agreed that each individual director 
must have at least a conceptual understanding of the 18 items listed items in Question 1.  The 
data analysis of the responses to Question 1 confirmed expert agreement over that the 24 
concepts covered by the 18 items listed in Question 1 are essential to director financial 
literacy. 
Agreement  
Statistical cut-offs of a mean, median and mode ≥ 4 were applied to determine the 
underlying strength of agreement (Table 6-8). 
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Table 6-8: Statistical analysis of responses to Question 1 (Q1) in order of the highest to 
lowest mean 
 
Q1: To what extent do you agree that each individual 
director must have at least a conceptual understanding 
of the following items? 
N Round 3 
rank by 
mean 
Mean Median Mode 
Solvency 33 1 5.73 6.00 6 
Capacity to service debt 33 2 5.58 6.00 6 
Three key components of the balance sheet - assets, 
liabilities and equity 
33 2 5.58 6.00 6 
Three key components of the income statement - 
income, expenses and profit/loss 
33 4 5.55 6.00 6 
Financial position 33 5 5.52 6.00 6 
Profit vs cash at the bank 33 6 5.45 6.00 6 
Budget or forecasts vs actuals 32 7 5.41 6.00 6 
Liquidity 32 7 5.41 6.00 6 
Going concern assumption 33 9 5.39 6.00 6 
Balance sheet 33 9 5.39 5.00 6 
Directors declaration 33 11 5.36 6.00 6 
Statement of cash flows 33 12 5.30 6.00 6 
Audit opinion 33 12 5.30 5.00 6 
Income statement 32 14 5.25 5.00 5 
Purpose of each financial statement and the 
relationships between them 
33 15 5.21 5.00 6 
Three key components of the statement of cash flows - 
operating, financing and investing activities 
33 16 5.09 5.00 6 
Reserves 32 17 4.75 5.00 5 
The meaning and implications of different measures 
of profit e.g. EBIT, EBITDA, NPAT or NOPAT 
33 18 4.45 5.00 5 
 
All items listed in Question 1 met the statistical cut-off criteria of a mean, median and 
mode (≥) 4 (Figure 6-1). This result confirmed that the experts agreed that the conceptual 
framework for director financial literacy includes all 18 items covering the 24 financial 
concepts carried forward from Round Two.   
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Figure 6-1: Question 1 (Q1) statistical cut-offs for agreement 
 
 
Thus, at the conclusion of the statistical analysis it was confirmed that the experts 
agreed that each individual director must understand 24 individual accounting concepts 
covering five themes (Table 6-9). 
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Table 6-9: Capability, themes and concepts underpinning director financial literacy 
Theme Concepts 
1. Financial judgements  1. Solvency 
2. Capacity to service debt 
3. Financial position 
4. Liquidity 
2. Accounting practices  5. Audit opinion 
6. 'Going concern' assumption 
3. Financial reports  7. Financial statements – the purpose of each statement and the relationships 
between them 
8. Directors' declaration 
4. Financial statements  9. Balance sheet 
10. Statement of cash flows 
11. Income statement 
12. Assets 
13. Liabilities 
14. Equity 
15. Income 
16. Expenses 
17. Profit/Loss 
18. Profit vs cash at the bank 
19. Operating activities 
20. Financing activities 
21. Investing activities 
22. Reserves 
23. Measures of profit (e.g. EBIT, EBITDA, NPAT and NOPAT) 
5. Financial statements analysis  24. Budget or forecasts vs actuals 
 
 
Between group differences   
The Kruskal-Wallis ANOVAs on expertise and sector revealed some statistically 
significant group differences with medium effect sizes. 
Statistically the rating of ‘capacity to service debt’ was significantly influenced by 
expertise, H (2) = 6.40, p = .04. Pairwise comparisons with adjusted p-values revealed there 
were only significant differences for educators (Mean rank = 7.5) compared to directors 
(Mean rank = 18.82), H (corrected for ties) = 11.33, df = 2, N = 33, p = .03, Cohen’s 𝑓= .29, 
which is a medium effect size.  A review of the raw data indicates that for ‘capacity to service 
debt’ all educators selected the response option ‘agree’ (5), whereas the directors had selected 
a response options ranging for ‘somewhat agree’ (4) to strongly agree’ (6), with most 
directors selecting ‘strongly agree’.   
Statistically the rating of ‘the going concern assumption’ was significantly influenced 
by sector, H (2) = 6.32, p = .04. Pairwise comparisons with adjusted p-values revealed that 
there were only significant differences for experts working predominantly in the non-profit 
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sector (Mean rank = 14.92) compared to the Government sector (Mean rank = 25.00), H 
(corrected for ties) = 11.33, df = 2, N = 33, p = .04), Cohen’s 𝑓= .25, which is a medium 
effect size. See Appendix O for further details on the Kruskal-Wallis ANOVAs. A review of 
the raw data indicates that for ‘the going concern assumption’ all experts from the public 
sector had selected the response option ‘strongly agree’ (6), whereas the experts from the 
non-profit sector had selected response options ranging for ‘somewhat agree’ (4) to strongly 
agree’ (6), with most non-profit experts selecting ‘strongly agree’.    
Although between group differences were evident on ‘capacity to service debt’ and ‘the 
going concern assumption’ in Round Three, there were no group differences identified for 
these concepts in Round Two. The comments contributed by experts in Round Three do not 
explain why group based differences may have influenced the selection of these two items for 
inclusion in the conceptual framework.  Interestingly, both the ‘going concern assumption’ 
and ‘capacity to service debt’ are related to ‘solvency’. For example, ‘the capacity to service 
debt’ is related to ‘solvency’ in that the capacity to service debt relies on an organisation 
remaining solvent and having the cash available to service debt. Yet ‘solvency’ consistently 
rated highly across all three rounds was not subject to between group differences in Round 
Two or Round Three. Overall, however, the ratings on both these concepts (‘going concern 
assumption’ and ‘capacity to service debt’) for each of the groups still fell within the 
‘agreement’ end of the scale and were above the statistical cut-offs for inclusion in the 
conceptual framework for director financial literacy. Thus, the group-based differences 
reflected varying degrees of agreement only rather than disagreement within the panel.  
Experts’ reflections on conceptual understanding 
Additional comments contributed by experts provided some insights into the why 
experts selected all or specific concepts for inclusion in the conceptual framework for 
director financial literacy. The 24 concepts covered in the 18 response options were regarded 
as being “fundamental matters relating to financial literacy” (Director, Public sector) and 
constituting the building blocks of director financial capability. Each director must 
“understand what they mean” (Director, Nonprofit sector) and at least have a “conceptual 
understanding” (Director, Nonprofit sector) of them. “Understanding the conceptual elements 
is essential to a fuller understanding of the practical issues that will arise when interpreting 
financial data “(Accountant, Nonprofit sector).  
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Summary  
The descriptive statistics confirmed there was a strong level of agreement within the 
panel that the 24 concepts carried forward from Round Two form the fundamental conceptual 
framework for director financial literacy. The between groups analysis indicated there were 
two statistically significant group differences: one by expertise on ‘capacity to service debt’; 
and the other by sector on ‘the going concern assumption’. Each of these had a medium effect 
size. The qualitative data collected in the course of the Delphi study did not provide any 
direct explanation for these group differences. A closer inspection of the data, however, 
revealed that statistically significant group differences in Round Three reflected varying 
degrees of agreement rather than disagreement over the inclusion of specific concepts. 
6.5.2 Conceptual difficulty 
In Question 2 Experts were asked to rate the likelihood of novice directors, without 
financial expertise, to misunderstand or misuse 18 items covering 24 financial concepts.  
These items were also listed in Question 1.  
Agreement 
Statistical cut-offs of a mean, median and mode ≥ 4 were applied to determine the 
underlying strength of agreement (Table 6-10).  
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Table 6-10: Question 2 (Q2) descriptive statistics and cut-offs 
Q2: How likely are novice directors without a background in 
accounting or finance to initially misunderstand or misuse the 
following concepts when doing board work? 
 
N Rank by 
mean 
Mean Median Mode 
1. The meaning and implications of different measures of 
profit e.g. EBIT, EBITDA, NPAT or NOPAT 
32 1 4.5 5 5 
2. Purpose of each financial statement and the 
relationships between them 
32 2 4.47 5 5 
3. Going concern assumption 32 3 4.34 5 5 
4. Three key components of the statement of cash flows - 
operating, financing and investing activities 
32 3 4.34 5 5 
5. Liquidity 31 5 4.25 5 5 
6. Capacity to service debt 32 5 4.25 4.5 5 
7. Statement of cash flows 32 7 4.16 4.5 5 
8. Reserves 32 7 4.16 4.5 5 
9. Profit vs cash at the bank 32 9 4.09 5 5 
10. Financial position 32 9 4.09 4.5 5 
11. Solvency 32 11 4.03 4 5 
12. Audit opinion 32 12 4 4 5 
13. Directors’ declaration 32 13 3.94 4 5 
14. Balance sheet 32 13 3.94 4 5 
15. Three key components of the balance sheet - assets, 
liabilities and equity 
32 15 3.88 4 4 
16. Income statement 32 16 3.47 4 4 
17. Three key components of the income statement - income, 
expenses and profit/loss 
32 17 3.34 4 5 
18. Budget or forecasts vs actuals 31 18 3.16 3 5 
 
Items numbered 1 to 12 met all three cut-offs for the mean, median and mode. It was 
concluded therefore, that the panel agreed these items are more likely to be misunderstood or 
misused by novice directors without financial expertise (Figure 6-2). 
Items 13 to 18, however, did not meet all three cut-off criteria indicating that, the 
experts held mixed views about the difficulty of these items. It was noted that ‘directors’ 
declaration’ and ‘balance sheet’ only marginally missed the cut-off criteria of a median ≥ 4 
and were, therefore, borderline and may require further consideration in a subsequent study 
on director financial literacy. 
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Figure 6-2: Question 2 (Q2) cut-offs for agreement 
 
 
Based on the statistical cut-offs the experts agreed that novice directors without 
financial expertise are likely to misunderstand the following 14 financial concepts: 
1. Audit opinion; 
2. Capacity to service debt; 
3. Financial position; 
4. Financial statements – the purpose of each statement and the relationships between 
them; 
5. Financing activities; 
6. 'Going concern' assumption ; 
7. Investing activities; 
8. Liquidity; 
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Q2: How likely are novice directors without a background in accounting or 
finance to initially misunderstand or misuse the following concepts when doing 
board work? 
Mean Median Mode
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9. Measures of profit (e.g. EBIT, EBITDA, NPAT and NOPAT) – meaning and 
implications; 
10. Operating activities; 
11. Profit vs cash at the bank; 
12. Reserves; 
13. Solvency; and  
14. Statement of cash flows. 
Between group differences 
The Kruskal-Wallis ANOVAs did not reveal any statistically significant group 
differences in experts’ views on the likelihood that novice directors would misuse or 
misunderstand the 24 concepts identified in Question 1 as being central to director financial 
literacy (Appendix O).  This indicates that context does not influence the extent to which 
novice directors without financial expertise demonstrate difficulty in understanding and 
applying the financial concepts fundamental to board work.  
Experts’ reflections on conceptual difficulty 
The additional comments contributed by experts provided some insights into their 
views on why novice directors without financial expertise may experience difficulty with 
specific concepts. Some experts suggested that conceptual difficulty may be a due to 
directors’ having a superficial level of understanding of key concepts. Directors’ 
understanding of ‘the going concern assumption’, for example, tends “to be superficial - can 
we pay the bills” (Educator, Public sector). Conceptual difficulty in understanding ‘audit 
opinion’ may be because some directors “still think that the auditor tests internal controls and 
is potentially part of their “risk mitigation" process.  This is just not the case” (Accountant, 
Nonprofit sector).   
The conceptual cross-overs between personal and director financial literacy may render 
some concepts more readily understood than others when applied to board work. 
Novice directors will possess certain skills just based on their real life experiences 
(e.g. managing their own personal budget/cash flow) - however the transition to a 
business environment will raise complexities that they have just experienced before. 
The more straight forward concepts (E.g. budget vs actual) are less likely to be 
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misunderstood, however the risk of misunderstanding increases with the complexity 
of the concept.’  
(Accountant, Nonprofit sector). 
A clearer understanding of the barriers to achieving director financial literacy provides 
a basis for designing practical interventions and designing measures to specifically determine 
whether directors actually understand a concept or are applying conventional wisdom and 
routines.  
Summary  
There was consensus within the panel that 12 items covering 14 individual financial 
concepts tend to be more difficult for novice directors without financial expertise to 
understand or apply to board work. The panel, however, held mixed views over the difficulty 
of the remaining 6 items covering 10 individual financial concepts. Statistically significant 
group differences were not evident.  Experts’ comments indicated that they believed that 
conceptual difficulties experienced by directors without financial expertise may be due to 
superficial understandings of concepts derived from personal experience. An understanding 
of barriers to understanding will provide a basis for designing measures and practical 
interventions for addressing any deficiencies in director financial literacy. 
6.5.3 Applying director financial literacy 
Question 3 was designed to explore the relationship between a ‘conceptual’ 
understanding and an ‘applied’ understanding of concepts central to director financial 
literacy. Experts were asked to evaluate an applied framework (checklist) of 13 questions for 
guiding directors when they read and use financial reports. The checklist was derived from 
the findings of the previous rounds and incorporated the items listed in Q1 (Table 6-11 and 
Appendix M).  
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Table 6-11: Applied framework to guide directors when reading financial statements used in Question 3 (Q3) 
Q3: To what extent do you agree that each of the following questions provides a useful framework for 
novice directors to independently read, analyse and form an opinion about the financial reports and the 
financial health of the organisation? 
1. Are we protecting and improving our assets? 
2. Are we spending and receiving money in a way that supports our mission, goals and values? 
3. Are we operating efficiently? 
4. Is the financial state of the organization reasonably reflected in the financial reports? 
5. Have I fulfilled my duties of due care and diligence as they relate to financial governance? 
6. Are we able to meet our long-term commitments to external parties? 
7. Are we able to meet our short-term commitments? 
8. Are we making money from our operations? 
9. Are we receiving enough cash from our operations to pay our short and long-term commitments? 
10. Are we managing our financial risks? 
11. Are we operating as planned or forecast? 
12. Are our financial plans and forecasts reasonable and appropriate for our organization? 
13. Do I personally feel comfortable with approving the financial reports? 
 
Agreement 
Statistical cut-offs of a mean, median and mode ≥ 4 were applied to determine the 
underlying strength of agreement (Table 6-12).  
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Table 6-12: Question 3 (Q3): Descriptive statistics and cut-offs with N being the sample size 
Q3: To what extent do you agree that each of the 
following questions provides a useful framework for 
novice directors to independently read, analyse and form 
an opinion about the financial reports and the financial 
health of the organisation? 
N Rank by 
mean 
Mean Median Mode 
13. Do I personally feel comfortable with approving the 
financial reports? 
33 1 5.52 6 6 
9. Are we receiving enough cash from our operations to pay 
our short and long-term commitments? 
33 2 5.27 6 6 
6. Are we able to meet our long-term commitments to 
external parties? 
33 3 5.21 5 6 
7. Are we able to meet our short-term commitments? 33 3 5.21 5 5 
11. Are we operating as planned or forecast? 32 5 5.19 5 6 
5. Have I fulfilled my duties of due care and diligence as 
they relate to financial governance? 
33 6 5.09 5 6 
8. Are we making money from our operations? 33 7 5.03 5 6 
4. Is the financial state of the organization reasonably 
reflected in the financial reports? 
33 7 5.03 5 5 
2. Are we spending and receiving money in a way that 
supports our mission, goals and values? 
33 9 4.7 5 5 
12. Are our financial plans and forecasts reasonable and 
appropriate for our organization? 
33 10 4.55 5 5 
10. Are we managing our financial risks? 32 11 4.44 5 5 
1. Are we protecting and improving our assets? 32 12 4.25 4 4 
3. Are we operating efficiently? 33 13 4.03 4 4 
 
All 13 items in listed in Question 3 met the statistical cut-off criteria of a mean, median 
and mode (≥) 4 (Figure 6-3). This result confirmed there was agreement within the panel that 
the applied framework for director financial literacy includes the 13 items covering the 24 
financial concepts.   
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Figure 6-3: Question 3 (Q3) descriptive statistics and cut-offs 
 
Between group differences 
The Kruskal-Wallis ANOVAs did not reveal any statistically significant (p < .05) group 
differences in experts’ views on the items included in the checklist (Appendix O). This 
indicates that context may not influence the fundamental issues to be considered when 
applying the essential financial concepts to financial reports.  
Experts’ reflections on applied capability 
The additional comments contributed by experts provided some insights into their 
views on the proposed applied framework for director financial literacy. While agreement 
was achieved experts indicated that the phrasing of the items included in the checklist needed 
to be clearer in their meaning and focus. For example, one expert commented that several 
questions were “dangerous” in their binary “yes/no” form (Director, Nonprofit sector). To 
address this issue the questions included in the applied framework should modified to form 
“open ended questions - 'Explain to me how you think we are achieving efficiency in our 
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Question 
Q3: To what extent do you agree that each of the following questions provides a useful 
framework for novice directors to independently read, analyse and form an opinion about 
the financial reports and the financial health of the organisation? 
Median Mean Mode
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operations?” (Director, Nonprofit sector). To improve the coverage of the applied framework 
it should be expanded to include “qualitative issues as well as quantitative” elements 
(Director, Nonprofit sector).  
Summary 
Agreement was achieved for all 13 items covering 24 concepts. The Kruskal-Wallis 
ANOVAs did not reveal the presence of statistically significant (p > .05) group differences in 
the ratings. Finally, while the experts made some recommendations for improving the 
meaning, precision and application of the 13 item, none challenged their inclusion or the 
concepts underpinning those items.  
6.5.4 Chapter conclusion and closure of the Delphi study 
This study seeks to establish a conceptual framework from which a measure of director 
financial literacy may be subsequently developed. To achieve this aim a single Delphi study 
was used to explore the notion of director financial literacy and progressively move toward a 
moderated consensus (agreement) on how experts conceptualise director financial literacy. 
The purpose of Round Three was to confirm the findings on director financial literacy from 
the previous rounds. The following sections present the Round Three results and concluding 
comments on the concepts and capabilities central to director financial literacy and the 
concepts experts identified as being more difficult for novice directors to grasp and apply to 
board work. 
Financial concepts central to director financial literacy 
The preceding data analysis demonstrated that the panel confirmed there is a universal 
foundation level of director financial capability that includes an understanding of 24 concepts 
drawn from the accounting domain (Table 6-13). These concepts are associated with the five 
financial themes and capabilities identified in the previous rounds as being necessary for 
applying these concepts to board work (Table 6-13 and section 5.4).  
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Table 6-13: Capability, themes and concepts underpinning director financial literacy 
Concepts Theme To be financially literate in the boardroom each individual director 
must be able to: 
1. Solvency 
2. Capacity to service debt 
3. Financial position 
4. Liquidity 
 
Financial judgements  • Ascertain the strategic 
implications of financial 
decisions 
5. Audit opinion 
6. 'Going concern' assumption 
Accounting practices  • Understand how financial reports 
are prepared and presented 
7. Financial statements – the purpose of 
each statement and the relationships 
between them 
8. Directors' declaration 
Financial reports  • Understand financial reports 
9. Balance sheet 
10. Statement of cash flows 
11. Income statement 
12. Assets 
13. Liabilities 
14. Equity 
15. Income 
16. Expenses 
17. Profit/Loss 
18. Profit vs cash at the bank 
19. Operating activities 
20. Financing activities 
21. Investing activities 
22. Reserves 
23. Measures of profit (e.g. EBIT, EBITDA 
and NPAT) 
Financial statements  • Understand three fundamental 
financial statements and the line 
items within these financial 
statements 
24. Budget or forecasts vs actuals 
 
Financial statements 
analysis  
• Be able to analyse financial 
statements 
 
The Round Three between groups analysis provided some support for the view that 
context may influence the financial capability required of directors. The between groups 
analysis conducted on the questionnaire items indicated there were two statistically 
significant group differences: one by expertise for ‘capacity to service debt’; and the other by 
sector for ‘the going concern assumption’. Each of these had a medium effect size. These 
differences, however, were in relation to the strength of agreement only. So, irrespective of 
group membership each director agreed that the 24 concepts were essential to director 
financial literacy. 
Final conceptual framework for director financial literacy 
By the end of Round Three experts agreed that the minimum financial capability 
required of each individual director working in any context included a conceptual 
understanding of 24 concepts drawn from the accounting domain (Figure 6-4).  To be 
financially literate directors need to be able to comprehend and connect at least these 24 
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accounting concepts to reveal the ‘financial story’ and make financial judgements, including 
solvency. 
 Chapter 6: Round Three – Confirmation         
                    
193 
Figure 6-4: Final conceptual framework for director financial literacy 
 
 
                           Met statistical cut-offs and included in conceptual  framework                        
 
                           Example of underpinning concepts which may  differ according  
                           to the context in which a director serves.  
                                       Met statistical cut-offs; included in  
                                       conceptual framework; and identified as             
                                       relatively more difficult for novice directors   
                                       without financial expertise to understand. 
 
 
                                  Identified in Round One and  preliminary steps or  
                                  concepts to those identified in the conceptual framework 
                                   
                                   Concepts that are grouped because their meaning and  
                                   use are relative to each other. 
 
  
Concept 
Concept Concept 
Concept 
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The conceptual framework developed through the course of this Study suggests that 
director financial literacy involves more than being able to ‘read and understand financial 
statements’. Director financial literacy, however, is limited to several basic concepts drawn 
from the accounting domain and associated with fulfilling legal obligations relating to 
director’s duties and solvency and supporting the board’s control role. 
Experts regarded the 24 concepts included in the conceptual framework as being the 
fundamental building blocks of individual director financial capability. Each concept “must 
be understood, in order to debate issues arising from the financial statements”. It was also 
noted that in addition to these 24 concepts there are other concepts that while generally not 
important they may be critical to know in certain contexts. Each individual director, for 
example, will need to understand “taxation obligations such as compliance with BAS, FBT 
and the like as well as DGRs and PBIs if they are applicable” (Director, Nonprofit sector).  
Difficult concepts 
The descriptive statistics indicated mixed views over the perceived difficulty of six 
items covering ten financial concepts, including ‘audit opinion’. The Kruskal-Wallis 
ANOVAs did not reveal the presence of statistically significant (p > .05) group differences in 
ratings. Overall the experts indicated that novice directors without financial expertise tended 
to experience some difficulty with understanding and applying the following 14 concepts to 
board work: 
1. Audit opinion; 
2. Capacity to service debt; 
3. Financial position; 
4. Financial statements – the purpose of each statement and the relationships between 
them; 
5. Financing activities; 
6. 'Going concern' assumption ; 
7. Investing activities; 
8. Liquidity; 
9. Measures of profit (e.g. EBIT, EBITDA, NPAT and NOPAT) – meaning and 
implications; 
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10. Operating activities; 
11. Profit vs cash at the bank; 
12. Reserves; 
13. Solvency; and  
14. Statement of cash flows. 
The application of a layperson’s understanding of financial concepts to board work was 
identified as a potential influence on the difficulty experienced by novice directors without 
financial expertise when dealing with financial information in the context of board work. 
Closure of the Delphi study 
The aim of Delphi studies is to achieve expert agreement on the phenomenon of 
interest, in this case director financial literacy. Although there is a lack of theoretical or 
practical guidance available in the literature to identify when an adequate level of agreement 
is reached, there are conventions available (Osborne et al., 2003). These conventions involve 
identifying a minimum set of empirical measures such as the majority of experts holding a 
particular view and the achievement of a set of minimum statistical cut-offs such as means, 
medians and modes (Osborne et al., 2003). 
Conventions applied in Delphi studies sharing the aim to develop a conceptual 
framework were used to determine the point at which a consensus had been reached 
(Goldman et al., 2010; Gray et al., 2005; Hanafin, 2004; Jarrett et al., 2011; Skulmoski et al., 
2007; Streveler et al., 2011). These conventions involved achieving a pre-determined 
majority or unanimous view of the panel using measures of central tendency to support the 
confirmability and dependability of the research (Dajani et al., 1979; Pickard & Childs, 2007; 
von der Gracht, 2012).  Based on these conventions the statistical cut-offs applied to this 
study were, a mean, median and mode of an item ≥ 4. Statistics that were ≥ 4 represented the 
‘agreement’ end of the scale for Question 1 and Question 3 and the ‘likely’ end of the scale 
for Question 2. The mean was used as a measure of central tendency of views. The median 
was used to gain a sense of the extent to which responses clustered around the centre or 
dispersed across the scale. The mode was used to confirm the most frequent rating for each 
item. 
Based on these criteria agreement had been achieved by the end of Round Three.  
Panel-wide consensus for Question 1 was that all 18 items covering 24 financial concepts 
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form a fundamental and universal conceptual framework for director financial literacy listed 
in Table 6-14.  Panel-wide consensus had also been achieved for Question 2 with the experts 
agreeing that directors who are lack financially literacy in the boardroom may be identified 
by their lack of understanding of 14 concepts contained within 12 items listed in Table 6-14. 
The remaining six items covering ten items were less likely to be misunderstood or misused 
by directors. 
Table 6-14: Agreement on Question 1 (Q1) and Question 2 (Q2) 
Items Q1: Conceptual framework Q2: Difficulty 
Mean Median Mode Mean Median Mode 
Solvency 5.73 6 6 4.03 4 5 
Three key components of the balance sheet - 
assets, liabilities and equity 
5.58 6 6 3.88 4 4 
Capacity to service debt 5.58 6 6 4.25 4.5 5 
Three key components of the income 
statement - income, expenses and profit/loss 
5.55 6 6 3.34 4 5 
Financial position 5.52 6 6 4.09 4.5 5 
Profit vs cash at the bank 5.45 6 6 4.09 5 5 
Budget or forecasts vs actuals 5.41 6 6 3.16 3 5 
Balance sheet 5.39 5 6 3.94 4 5 
Audit opinion 5.3 5 6 4 4 5 
Income statement 5.25 5 5 3.47 4 4 
Liquidity 5.41 6 6 4.25 5 5 
Going concern assumption 5.39 6 6 4.34 5 5 
Statement of cash flows 5.3 6 6 4.16 4.5 5 
Purpose of each financial statement and the 
relationships between them 
5.21 5 6 4.47 5 5 
Three key components of the statement of 
cash flows - operating, financing and 
investing activities 
5.09 5 6 4.34 5 5 
Directors declaration 5.36 6 6 3.94 4 5 
Reserves 4.75 5 5 4.16 4.5 5 
Different measures of profit 4.45 5 5 4.5 5 5 
 
Shaded cells show the items that did not meet the statistical cut-offs and were perceived by experts as being less likely to be misunderstood 
by directors without financial expertise. 
 
Panel-wide agreement was also achieved for all items listed under Question 3.  Overall, 
the experts agreed that the 13 questions listed provided a useful framework for reading, 
understanding and applying financial information to board work (Table 6-15). While there 
was agreement on the scope and content of these items, experts proposed specific changes to 
improve the precision and application of some of the items. 
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Table 6-15: Agreement on Question 3 (Q3) 
Q3: To what extent do you agree that each of the following 
questions provides a useful framework for novice directors to 
independently read, analyse and form an opinion about the 
financial reports and the financial health of the organisation? 
Q3: Applied framework 
Mean Median Mode 
13. Do I personally feel comfortable with approving the financial 
reports? 
5.52 6 6 
7. Are we able to meet our short-term commitments? 5.21 5 5 
6. Are we able to meet our long-term commitments to external 
parties? 
5.21 5 6 
8. Are we making money from our operations? 5.03 5 6 
11. Are we operating as planned or forecast? 5.19 5 6 
9. Are we receiving enough cash from our operations to pay our 
short and long-term commitments? 
5.27 6 6 
5. Have I fulfilled my duties of due care and diligence as they 
relate to financial governance? 
5.09 5 6 
4. Is the financial state of the organization reasonably reflected in 
the financial reports? 
5.03 5 5 
2. Are we spending and receiving money in a way that supports our 
mission, goals and values? 
4.7 5 5 
3. Are we operating efficiently? 4.03 4 4 
12. Are our financial plans and forecasts reasonable and 
appropriate for our organization? 
4.55 5 5 
10. Are we managing our financial risks? 4.44 5 5 
1. Are we protecting and improving our assets? 4.25 4 4 
 
With agreement achieved for Question 1 to Question 3 and, therefore all three research 
questions (Table 6-1), the value of conducting further rounds was reviewed. While experts 
continued in Round Three to contribute comments on director financial literacy, these 
contributions involved refining and reinforcing views previously submitted or making 
suggestions to improve the presentation of the applied framework (Question 3).  Thus, by the 
completion of Round Three data saturation had been achieved. Consequently, the Delphi 
Study was closed at the conclusion of Round Three. 
The next chapter discusses the findings from the data analysis in relation to the 
literature review. In this context it identifies the limitations of this study and discusses the 
contributions and significance of this research. It concludes with the identification of further 
avenues for research and analysis in director financial literacy. 
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Chapter 7: Discussion and conclusions 
7.1 INTRODUCTION 
Despite legal mandates and broader community expectations that directors be 
financially literate in the boardroom there is very little guidance on what exactly this 
capability involves and how it may be verified. The purpose of this study was to unpack the 
notion of director financial literacy and establish a framework for more precisely defining 
and measuring this capability. To achieve this purpose a Delphi study was conducted with 
experts in boards and finance. Over three rounds these experts explored, evaluated and 
confirmed their views on the conceptualisation of director financial literacy. 
By unpacking and exploring expert understandings of director financial literacy my 
research provides a robust basis for advancing both practitioner and scholarly work in this 
area. Overall, this study provides evidence to support the view that there is a common and 
basic financial capability applicable to each individual director - director financial literacy. At 
its most fundamental level this capability enables boards to monitor management and 
individual directors to fulfil their duties and obligations relating to solvency. My study found 
that to be financially literate a director must have at least a conceptual understanding of 24 
accounting concepts and be able to apply this knowledge to a strategic evaluation of the 
finances of the organisation they serve. 
In this final chapter I discuss the key findings from the Delphi study and the academic 
and practical implications of these findings. This chapter closes with the identification of the 
limitations of this study and recommendations for future research. 
7.2 KEY FINDINGS OF THE DELPHI STUDY 
The predominant conceptualisation of director financial literacy as having the ability to 
‘read and understand financial statements’ has been criticised for failing to provide clear 
boundaries for determining the technical capability required (Abbott et al., 2004; Carcello et 
al., 2011; Giacomino, Akers, et al., 2009; Giacomino, Wall, et al., 2009; Morse, 2004; 
Vinnari & Näsi, 2013). Although there are very few extant scholarly studies on director 
financial literacy, this broad conceptualisation has resulted in much divergence in the 
operationalization and measurement of director financial literacy. The comparability and 
explanatory power of this research is, therefore, limited (Carcello et al., 2011; Giacomino, 
 200 Chapter 7: Discussion and conclusions 
Akers, et al., 2009; Giacomino, Wall, et al., 2009). As a critical and necessary first step in 
progressing the research agenda this study set out to explore expert perceptions of the 
meaning, purpose and scope of the phrase ‘read and understand financial statements’ with a 
view to establishing cross-disciplinary framework for advancing research and practice in this 
area. 
Over three successive rounds of the Delphi study a competence framework for 
understanding and applying director financial literacy was iteratively developed.  This 
framework contributes to addressing the conceptual, measurement and practical research gaps 
identified in the literature review (Chapter 2). It consists of a strategic understanding of 24 
accounting concepts associated with financial reports for the purposes of monitoring 
management and fulfilling directors’ duties and statutory obligations relating to solvency. 
This framework was formed from the key findings of this study which are summarised Table 
7-1 and discussed below. 
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Table 7-1: Summary of key findings 
Category Research gaps Research question Key findings  
Conceptual It is not clear what director 
financial literacy means, what 
purpose it serves and broadly what 
knowledge domains it covers.  
It is not clear whether director 
financial literacy is a universal 
capability. 
RQ1: How do experts frame 
director financial literacy?  
• The purpose of director financial literacy is to facilitate the board’s performance of its control role, 
particularly monitoring management, and the fulfilment of individual director’s legal duties and 
obligations relating to solvency. 
• The knowledge domain is exclusively accounting. 
• Definitions need to be more specific, practical and ‘testable’. 
• A universal foundation director financial capability exists and forms the basis from which more 
advanced and specialised capabilities may be developed. 
• Board context may matter at more advanced levels of director financial capability and where 
directors hold roles such as being a member of an audit committee. 
Measurement It is not clear what specific 
technical knowledge or skills are 
required for each individual 
director to be financially literate.  
 
RQ3: which are the central 
financial concepts for 
directors to understand? 
• Because of clear and firm link to individual directors’ duties it is individual capability and must be 
operationalised and measured this way. Unlike financial expertise which is required to be present at 
the group level - board or audit committee. 
• 24 accounting concepts relating to financial reports 
• Relationships between concepts – conceptual framework 
• The capability is at a strategic analytical level rather than technical and transactional level. 
• Cognitive capabilities are more sophisticated than recognition and comprehension as implied by the 
phrase ‘read and understand’ and include analysis, evaluation and forming judgements. 
Practical In the absence of director, accurate 
and reliable measures of director 
financial literacy, it is not clear how 
financial capability can be verified. 
It is also not clear what the 
capability boundaries are between 
director financial expertise, 
financial literacy or financial 
illiteracy. 
If director financial literacy is a 
capability that is primarily 
developed through experience, then 
the minimum level of capability 
required for novice directors is not 
clear. 
RQ2: How do experts 
identify a financially literate 
director? 
• Experts primarily infer director financial capability through boardroom observations. 
• Aside from holding particular qualifications and professional roles, financial experts have a deeper 
more technical and transactional understanding of the finances and tend to ask more detailed 
questions about the finances. 
• Experts identified the characteristics and capabilities of an ideal financially literate director without 
financial expertise as being able to appropriately apply basic and strategic level concepts to board 
work.  
• Experts identified patterns in misconceptions and misuse of 14 of the 24 essential concepts by 
directors lacking financial literacy and four barriers to achieving director financial literacy  
o Differences between the technical and the layperson’s use of terms;  
o Lack of experience and exposure to financial terms; 
o The complexity of accounting standards; and  
o The presentation and extent of information provided to directors.  
• Experts affirmed the practical importance for developing a direct, accurate and reliable measure for 
director financial literacy. Ideally this measure would be applied prior to appointment to a board and 
be used as a basis for determining the appropriate education and training required to address any 
capability gaps. 
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7.2.1 Conceptual findings 
The conceptual findings from my study establish the broad boundaries from which a 
stronger conceptualisation of director financial literacy may be developed. These boundaries 
articulated the purposes, knowledge domain, meaning and scope of director financial literacy. 
The purpose of director financial literacy  
Experts primarily associated director financial literacy with the board’s control role and 
the task of monitoring management. At an individual director level, director financial literacy 
was viewed as a necessary basis for fulfilling directors’ duties and obligations relating to 
solvency.  
Being able to ‘read and understand financial statements’ was recognised by experts as 
an important capability for making decisions. “The role of the Director is to interpret the 
information contained in the financial statements and to use that information in reaching their 
decisions” (Director, Public sector). In making decisions boards perform multiple roles 
(Jeanjean & Stolowy, 2009). Nonetheless, the experts framed director financial literacy 
predominantly as a mechanism for discharging the control role from the perspective of 
agency theory.  From an agency perspective, director financial literacy supports the board’s 
efforts in protecting the organisation from managerial self-interests manifested in 
incompetence or dishonest behaviours. 
A financially literate director then, is one who can analyse and interpret the figures, 
using previous year’s comparatives as well, to identify trends and to ascertain the 
financial health of the entity - are there signs of financial distress emerging, for 
example, or has the CEO attempted to pull the wool over their eyes?    
(Director, Nonprofit sector). 
Each director should, therefore, “have sufficient financial skills to be able to “test” the 
information provided and be satisfied as to its relevance and appropriateness” (Accountant, 
For-profit sector). Testing financial information helps a director with assessing whether “the 
'story' they hear from management matches the financials they review”’ (Accountant, For-
profit sector). Director financial capability, therefore, provides a means for minimising risks 
associated with material misstatement in the financial reports and other unlawful activities. 
“To be satisfied that there are no material misstatements in the financial statements, directors 
must have a level of knowledge of accounting concepts and understand what the key 
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misstatement risks are”  (Accountant, Nonprofit sector), and not “be put off by gobbly-gook 
from the CFO” (Accountant, Nonprofit sector).   
In contrast to the scholarly literature (Chapter 2), experts did not express views on the 
relationship between financial capability and the independence of directors from 
management. Instead, experts’ views supported Roberts and colleagues’ 2005 (2005) 
proposition that ‘independence of mind’ is an important governance mechanism and possibly 
a more effective mechanism than having an independent relationship from management.  
Being financially literate also enables individual directors to fulfil their “duty to be 
properly informed about the financial position of the company and to ensure that it does not 
trade when insolvent” (Director, For-profit sector). One expert suggested that unless a 
director was at least financially literate then it was not possible to fulfil these legal 
obligations. “You cannot discharge your duties as to solvency etc. without knowing what you 
are reading / analysing / interrogating” (Director, Public sector).  Another expert explained 
the relationship between directors’ duties and director financial literacy as follows: 
Financial literacy is directly related to director duties. Specifically (and not 
exhaustively):     
1. The requirement to materially comply with accounting standards (both 
measurement and disclosure requirements) and produce financials that show a 
true and fair view   
2. The requirement to not trade insolvently    
3. The requirement to sign off on the annual solvency statement in the directors’ 
declaration  
(Accountant, Nonprofit sector).    
Both the group (board) and individual (director) level purposes of director financial 
literacy were consistent with the predominant views in the scholarly and practitioner 
literature that director financial literacy primarily (and arguably exclusively) serves the 
purposes of monitoring management and solvency and fulfilling directors’ duties (ASIC, 
1992, 2014c; Coates et al., 2007; Giacomino, Wall, et al., 2009; McRobert & Hoffman, 2010; 
Rose & Rose, 2008). Drawing on results of the Delphi study and the legal obligations 
imposed on charities and corporations in Australia through the ACNC Act and Corporations 
Act, respectively, at the most fundamental level each individual director must, therefore, have 
sufficient financial capability to perform three tasks: 
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1. Monitor management; 
2. Approve financial reports and associated statements; and 
3. Monitor solvency. 
With clarity over the purposes of director financial literacy it was possible to consider 
broadly the requisite technical financial knowledge to achieve these purposes. 
Knowledge domain  
Given the agency-legal perspective adopted by experts and, therefore, the centrality of 
financial reporting, it is not surprising that in identifying the technical financial knowledge 
required for director financial literacy experts drew exclusively from the accounting domain.  
The experts agreed that broader financial capabilities covering investment and financial 
strategy were not essential to the minimal level of financial capability required of directors. 
For example, one expert commented that there “is no expectation that the reason for 
reviewing financial statements might be to identify areas of growth or over-expenditure” 
(Educator, Nonprofit sector). Where the future was considered it was very much embedded 
within the accounting domain. Central to director financial literacy is being able to 
understand how changes in the financial statements relate to the business they govern. This 
includes being “able to identify any areas of major deviation from budget” (Director, For-
profit sector). 
From the experts’ perspective director financial literacy was exclusively drawn from 
the accounting domain for the purpose gaining a sense of the organisation’s ‘financial story’. 
This view is consistent with the views of Coates et al. (2007) and Giacomino, Wall, et al. 
(2009) who argued that director financial literacy may be more accurately termed as ‘director 
accounting literacy’. Overall, the experts agreed that the knowledge domain was limited to 
accounting and the extent of capability required was strategic in focus. Nonetheless, a key 
issue to be addressed by my study was whether a universal foundation level of director 
financial literacy exists, and if so, how it relates to other types of director financial capability.  
Universal foundation level of director financial literacy 
By the completion of the Delphi study experts indicated that there is a fundamental 
level of director financial capability spanning all sectors and types of organisations. 
Achieving director financial literacy was viewed as an essential foundation for all directors 
without financial experts. From this foundation more context-specific and advanced 
capabilities can be developed. A director “who understands a financial statement 
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conceptually can gradually acquire a great deal of financial knowledge and can move from 
reading statements for a simple economic entity to a complex one, without taking an 
accounting degree” (Director, Nonprofit sector). 
Agreement on the universality of director financial literacy developed iteratively over 
the course of the Delphi study. In Round One, for example, it was suggested that each 
“director's level of financial knowledge depends on the boards on which they sit” (Educator, 
For-profit sector). This idea was developed further in Round Two when the same expert 
explained that the financial capability required of each director “depends on the entities that 
the person is a director of”. For example, “items like assets will generally apply but things 
like tax, derivatives will depend on the nature of the organisation and the way it arranges 
things” (Educator, For-profit sector). And finally, in Round Three experts agreed it is 
necessary that each individual director understand the 24 accounting concepts listed in the 
final questionnaire. Some experts, however, noted that additional concepts may also be 
critical to understand in certain contexts. Each individual director, for example, will only 
need to understand “taxation obligations such as compliance with BAS, FBT and the like as 
well as DGRs and PBIs if they are applicable” (Director, Nonprofit sector). By the end of 
Round Three it was concluded that director financial literacy is an essential foundation from 
which more context-specific or advanced capabilities can be developed. 
It was also acknowledged by one participant, a director in the nonprofit sector, that 
although the specific terminology used for financial information may be influenced by the 
context in which information is presented, the underlying concepts are generally universal. 
This view suggests that despite differences in labelling, the underlying concepts remain 
relevant and applicable across jurisdictions. 
In conclusion, my study provides greater clarity over the purpose and knowledge 
domain applicable to director financial literacy. It also provides evidence in support of the 
view that director financial literacy is a universal capability representing the minimum 
financial capability required of directors without financial expertise. But given all this, how 
exactly should director financial literacy be defined? 
Definition 
Director financial literacy is typically described as the ‘the ability to read and 
understand financial statements’. When reading financial reports each director needs to be 
able to connect disparate pieces of information together into a coherent and convincing 
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‘financial story’. This includes being able to “read the statements as an entirety - i.e. 
contextualizing the statements together with the Notes and declarations and reports (Directors 
report/ directors’ declarations/ auditors report etc.)”  (Educator, Public sector).  
In considering the meaning of director financial literacy experts generally responded by 
developing checklists of the specific knowledge directors need to have to be financially 
literate. For example, one expert proposed that to be financially literate directors need: 
to understand the concepts behind Assets/Liabilities/Equity/ Operating Financial 
Statements including Revenue and Expenses / as well as knowledge of Cash Flow. 
 
In addition there is a need for an understanding of the concepts behind financial 
operations including key relevant ratios for operating margins and/or gross trading 
profits, financial sustainability including financing capacity, financial solvency 
including understanding of financial risk exposures.   
 
Directors need to have an understanding of risks associated with financial instruments 
and/or any contingent liabilities including financial guarantees. 
(Director, public sector) 
One expert suggested that a definition of director financial literacy “should be crafted in 
such a way to provide a level of understanding that it allows for a 'health check' of an 
organisation” (Educator, Nonprofit sector).  This approach focussed more on the outcomes of 
knowledge (the decisions to be made) rather than the content knowledge. Some experts 
provided such health checks as indicators of the requisite knowledge and skills for director 
financial literacy. An example of one of these checklists is below. 
• Understand the underlying financial strength of the company.     
• Understand the solvency position of the company.     
• Understand whether the company is growing or contracting.     
• Can the company service its borrowings and pay debts as and when they fall due.     
• Is the level of debt appropriate and sustainable?     
• Can dividends be paid at a steady and sustainable level?     
• Understand the underlying cash position of the company.     
• Look for trends in the financial statements impacting on the viability of the 
company  
(Director, For-profit sector).     
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One expert noted that the financial capability required may depend on whether a 
director is reading a general purpose financial report or special purpose financial report. “It is 
more likely that directors are able to understand the financial statements presented at regular 
board meetings as they will be specific and there is freedom of format” (Educator, For-profit 
sector). As not all organisations are requested to prepare general purpose financial reports in 
defining director financial literacy it will be necessary to consider, in broad terms at least, the 
type of financial reports and statements directors are required to ‘read and understand’. 
How director financial literacy is defined and applied in the boardroom also has 
implications for board performance and composition. For example, if director financial 
literacy is defined as being “well read, we will look for more and more accountants to serve 
as directors, at the expense of other essential qualities” (Director, Nonprofit sector).  
Experts, therefore, indicate that to address the weaknesses in the predominant definition 
of director financial literacy it is necessary to develop a definition that combines the requisite 
knowledge and skills with the decisions directors make when applying this knowledge and 
skills to board work. This approach is similar to that adopted by Weil Morse (Morse, 2004) as 
discussed in section 2.3.5, but moves beyond just serving the purpose of monitoring 
management to include monitoring solvency and fulfilling directors’ duties. Additionally, the 
definition of director financial literacy needs to be inclusive and should avoid context specific 
references such as ‘general purpose financial reports’ which are not applicable to all 
organisations. 
Concluding comments 
This study set out to explore and address conceptual challenges arising from the weak 
conceptualisation of director financial literacy being the ability to ‘read and understand’ 
financial statements’. To achieve this experts were asked to explain their understanding of the 
meaning of this phrase. In articulating their views experts established a broad set of 
parameters covering the purpose, knowledge domain, scope and definition of director 
financial literacy. By the conclusion of the Delphi study the experts framed director financial 
literacy as: 
1. Facilitating the board’s performance of its control role, particularly monitoring 
management; 
2. Facilitating the individual director’s fulfilment of legal obligations including those 
relating to directors’ duties and monitoring solvency; 
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3. Limited to a strategic understanding of accounting as it relates to financial 
reporting; and 
4. A fundamental and universal capability from which more context-specific and 
advanced capabilities can be developed. 
Thus, on its own, director financial literacy is not sufficient for strategic oversight but it 
is a necessary foundation which can be developed and potentially applied to multiple board 
roles and in different contexts and individual roles. Drawing on a literary analogy, director 
financial literacy is the equivalent to learning the alphabet and basic grammar. Having this 
capability allows an individual to read and draw some meaning from a book, but it does not 
follow that this capability is to the extent or effect of a literary expert. Likewise, director 
financial literacy is at a basic functional level that provides the foundation from which 
capability may be developed through experience and/or education to achieve a more 
sophisticated level of financial expertise.  
7.2.2  Measurement findings 
The second key research challenge to be addressed by my study related to uncertainty 
about the specific technical knowledge required for director financial literacy. The broadness 
in which director financial literacy has been conceptualised as the ability to ‘read and 
understand financial statements’ has resulted in the development of a few but diverse range of 
instruments for measuring director financial literacy. By establishing clarity over the specific 
technical capability required for director financial literacy it will be possible to develop more 
accurate and reliable measures of this capability and overcome comparability and issues 
relating to explanatory power evident in the extant literature (Carcello et al., 2011; 
Giacomino, Wall, et al., 2009). 
While some studies have used measures inferred from an individual’s education and 
professional experience or perceptions of capability (McDaniel et al., 2002; Vinnari & Näsi, 
2013), the literature broadly supports the view that director financial literacy is generally 
acquired and developed through experience (Vinnari & Näsi, 2013). As such it requires direct 
measurement to determine individual capability (Vinnari & Näsi, 2013). Where direct 
measures of director financial literacy have been developed or adopted, however, they share 
little in common and do not indicate the cut-off for a satisfactory test result. For example, 
(2009) comparison of three director financial literacy tests revealed that of the 40 items or 
concepts covered by these tests, only three items were common to all tests. In studies where 
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experts have all used the Financial Literacy Quiz (Coates et al., 2007; Giacomino, Wall, et 
al., 2009; Rose & Rose, 2008), the Financial Reporting Quiz was modified to the extent that 
it is difficult (if possible at all) to compare or evaluate the results of these studies. While all 
results indicated that generally half the test-takers achieved a result of less than 50% it is not 
clear what constitutes a pass mark or how exactly the test distinguishes between a financially 
literate director and a financially illiterate director (Giacomino, Wall, et al., 2009). 
Additionally, the few measures available have tended to focus on director financial literacy in 
the context of audit committees rather than boards, where a broader range of roles, decisions 
and capabilities is required (Carcello et al., 2011). Overall this situation indicates that experts 
hold different views on what knowledge is required for director financial literacy and what 
should be tested.  
So although it is broadly agreed that directors are meant to be able to ‘read and 
understand financial statements’ at the outset of my study it was unclear what specific 
financial concepts directors need to know to be able to do this. To address this issue experts 
were asked in Round One of the Delphi study to identify the concepts essential to director 
financial literacy and to review and evaluate these concepts in Round Two and Round Three. 
By the closure of the Delphi study experts agreed that director financial literacy encompasses 
24 accounting concepts that directly support the legal and regulatory requirements relating to 
director financial literacy. In contrast to practitioner and scholarly tests, including the 
Financial Literacy Quiz (Morse, 2004) and the ASIC Financial Reporting Quiz (ASIC, 
2014b) the 24 concepts identified in this study are limited to a knowledge of strategic and 
basic concepts and directly associated with a competence-based model for applying these 
concepts to board work. 
Concepts underpinning director financial literacy 
Over the three Rounds of the Delphi study, experts concluded it is neither expected nor 
necessary for each individual director to have a deep understanding of the more technical and 
transactional aspects of financial information and accounting practices. Directors, however, 
need to understand specific items within financial statements and the relationships between 
statements so they can analyse financial information and independently form a view of the 
organisation’s finances. 
Concepts are building blocks, which allow knowledge to be constructed and applied 
(Blaikie, 2010). In each of the three Rounds of the Delphi study experts were asked to 
identify, evaluate and confirm their views on the individual financial concepts essential for 
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directors without financial expertise to understand. Initially experts identified 97 concepts as 
potentially necessary for director financial literacy. These concepts included transactional 
level and technical concepts as well as strategic and basic accounting concepts. By the end of 
Round Three, this list had been reduced to 24 accounting strategic and basic accounting 
concepts that each individual directors must understand if they are to be financially literate. 
These concepts are listed below in alphabetical order. 
1. Assets 
2. Audit opinion 
3. Balance sheet 
4. Budget or forecasts vs actuals 
5. Capacity to service debt 
6. Directors' declaration 
7. Equity 
8. Expenses 
9. Financial position 
10. Financial statements – the purpose of each statement and the relationships between 
them 
11. Financing activities 
12. 'Going concern' assumption 
13. Income 
14. Income statement 
15. Investing activities 
16. Liabilities 
17. Liquidity 
18. Measures of profit (e.g. EBT, EBIT, EBITDA and NPAT) 
19. Operating activities 
20. Profit vs cash at the bank 
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21. Profit/Loss 
22. Reserves 
23. Solvency 
24. Statement of cash flows 
 
A high level comparative analysis was also undertaken to determine the extent to which 
concepts identified in the Delphi study are consistent with legal requirements, existing tests 
and the FRC 2012 Director Financial Literacy Survey. This comparison involved conducting 
free-text searches on the 24 concepts listed above (including synonyms) in the legislation, 
guidelines, direct tests and FRC 2012 Director Financial Literacy Survey to identify 
commonalities across all sources. An extract of this comparison is provided in Table 7-2 and 
the full details are provided in Appendix P.  
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Table 7-2: Comparison of conceptual frameworks for financial literacy  
# Concept/Item 
Statutes Scholarly literature Practitioner literature Delphi study 
Total 
Count 
Corporations 
Act 
ACNC: 
Charities 
only 
(Giacomino, 
Akers, et al., 
2009) Literate 
(Giacomino, 
Akers, et 
al., 2009) 
Expert 
Financial 
Reporting 
Quiz 
(ASIC, 
2014b) 
Deloitte 
2013 
Deloitte 
Center for 
Corporate 
Governance 
(2013) 
FRC, 2012 
Survey 
Round 1 Round 2 Round 3 
  
1 Audit Opinion/Reports 1 1 2 2 1 - 1 1 1 1 9 
2 Cash flow statement 1 1 1 2 - - - 1 1 1 7 
3 MD&A (Purpose & Content) or equivalent 1 - 2 2 - 1 
- 
1 1 1 7 
4 Balance sheet 1 1 - - - 1 - 1 1 1 6 
6 Solvency 1 1 - - 1 - - 1 1 1 6 
8 Footnote disclosures/Notes 1 - 1 2 - - 1 1 1 1 7 
9 Income statement 1 1 - - - -  - 1 1 1 5 
10 Consolidations 1 - 1 2 - 1 1 1 - - 6 
7 Directors declaration 1 1 - - - - - 1 1 1 5 
13 Going concern assumption 1 - - - - - - 1 1 1 4 
65 Accounting Standards generally 1 - - - - - 1 1 - - 3 
40 True and fair view 1 - - - - - -- 1 - - 2 
34 Discontinued operations - - 1 2 - - - 1 - - 3 
35 
Extraordinary 
gains/losses 
- - 1 2 - 
- 
- 1 - - 3 
36 Fair value - - - - 1 - 1 1 - - 3 
 
X = unspecified level of knowledge required, 1 = basic knowledge, 2 = advanced knowledge and text in bold are concepts included in legislation. 
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This analysis shows that the concepts identified by the experts participating in 
Round One of the Delphi study covered 96% of the total number of 76 items covered 
in the sources analysed (Table 2-12). By the end of Round Three the concepts 
confirmed by experts as essential to director financial literacy covered 21% of the 76 
items covered in the sources analysed. This reduced coverage was consistent with the 
legal and regulatory requirements for director financial literacy, which experts also 
had identified as a key purpose for having financially literate directors. An additional 
11 basic concepts were also identified by the experts that were not explicitly 
identified in the other sources analysed. 
Both the statutory and regulatory requirements and the concepts agreed by 
experts as essential to director financial literacy were limited to strategic and basic 
accounting concepts such as ‘solvency’ and ‘balance sheet’. Additionally, the views 
of experts over the inclusion of these concepts was fairly stable across all three 
Rounds. Two items covered under the Corporations Act were eliminated from the list 
of essential concepts by experts in Round Two. One of these concepts 
‘consolidation’ is not applicable to all organisations and, therefore, not essential for 
each individual director to understand. The other concept ‘true and fair view’ is 
covered more broadly within the ‘directors’ declaration’.  
The direct tests and the FRC 2012 Director Financial Literacy Survey include 
more technical and transactional level concepts. Understanding these concepts also 
requires an understanding of the basic concepts.  This result is not surprising for two 
reasons. Firstly, because the experts participating in the Delphi study framed director 
financial literacy as a universal foundation level of capability and partly in terms of 
legal requirements, including directors’ duties and obligations relating to solvency. 
The experts, therefore, focussed more on the outcomes of directors understanding 
financial concepts (making strategic decisions), rather than the technical nuances of 
the financial reports and related accounting practices. And secondly, the architects of 
the direct tests and FRC 2012 Director Financial Literacy Survey were 
predominantly experts in accounting and auditing and are arguably more attuned to 
technical and transactional aspects of financial reporting. Thus, the tests and the 
survey were likewise more technical and transactional in their composition and less 
concerned with the outcomes of applying concepts to board work.  
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Over the three successive rounds a conceptual framework for director financial 
literacy was iteratively developed (Figure 7-1). This framework is limited to the 
fundamental concepts each individual director must understand to have the capability 
to do board work. 
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Figure 7-1: Final conceptual framework for director financial literacy 
 
 
                           Met statistical cut-offs and included in conceptual  framework                        
 
                           Example of underpinning concepts which may  differ according  
                           to the context in which a director serves.  
                                       Met statistical cut-offs; included in  
                                       conceptual framework; and identified as             
                                       relatively more difficult for novice directors   
                                       without financial expertise to understand. 
 
 
                                  Identified in Round One and  preliminary steps or  
                                  concepts to those identified in the conceptual framework 
                                   
                                   Concepts that are grouped because their meaning and  
                                   use are relative to each other. 
Concept 
Concept Concept 
Concept 
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The concept map shown in Figure 7-1 reveals two characteristics about this 
body of knowledge important for designing direct measures of director financial 
literacy. First, there is a high degree of inter-dependence between concepts. For 
example, to form a view on solvency using the information contained in financial 
reports a director needs to understand at least four things – (1) balance sheets, (2) key 
items in the balance sheet, (3) cash flow statement, and (4) key items within this 
statement. A director must also know how to use these statements and items to 
determine whether an organisation is solvent and will remain solvent in the 
foreseeable future. Directors need to be able to know what information contained in 
the financial report will help them make judgements. For example, to form a view on 
solvency a director needs to understand the “importance of short term versus long 
term assets and liabilities” (Director, Nonprofit sector), as well as “a number of the 
other concepts such as liquidity, capacity to service debt etc.” (Educator, For-profit 
sector).  This interdependence between concepts may have influenced the design of 
current tests of director financial literacy such as the Financial Reporting Quiz 
(Morse, 2004), in which single test items evaluated multiple concepts and for some 
items multiple answer options needed to be selected to answer some questions 
(Giacomino, Akers, et al., 2009).   
Second, many of the concepts share multiple relationships that are hierarchical, 
equivalent and antithetical.  For example, ‘assets’ is a subordinate term to ‘balance 
sheet’, falls at the same or equivalent level in the hierarchy as ‘equity’ but has an 
opposite or antithetical relationship to ‘liabilities’. During the Delphi study experts 
tended to consider specific concepts such as ‘assets’ within a particular group of 
concepts based on these relationships. This approach suggests that while each 
concept has a distinct meaning and purpose, understanding these terms for the 
purposes of analysing financial information and making judgements, requires 
directors to understand each of the concepts in relation to each other.  Specific 
examples from the Delphi study include: 
Read and Understand Financial Statements in my view is for directors to 
understand the concepts behind Assets/Liabilities/Equity/ Operating 
Financial Statements including Revenue and Expenses  
(Director, Public sector).    
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The director needs to be able to understand the major components of the 
entity's assets and liabilities, the nature of those assets and liabilities 
[tangible, intangible etc.] and the capacity of the entity to manage the 
liabilities while continuing to operate at the desired level of performance  
(Director, Public sector).    
Have at least a basic understanding of the fundamentals around income V 
expense for income statement purposes and of assets, liabilities and reserves 
for balance sheet purposes  
(Director, Nonprofit sector).    
The close association between items within groups of concepts has 
implications for designing measures of director financial literacy. For example, if 
directors’ understand a concept such as ‘assets’ through its associations with ‘equity’ 
and ‘liabilities’, then any measures designed to test a director’s understanding of 
‘assets’ will need to ensure accuracy and clarity in distinguishing between an 
understanding of the concept in isolation and in conjunction with other concepts. 
Experts also indicated that director financial literacy involves both a conceptual 
and an applied knowledge of accounting. Directors must have at least have a 
conceptual understanding of the 24 foundation level accounting concepts. This 
conceptual understanding involves recognising terms and recalling the meaning and 
purpose of concepts; and then being able to relate one concept to one or more other 
concepts to form a deeper understanding of the initial concept and the broader 
framework in which that concept sits.  
A director, therefore, needs to be able to read and understand not only the 
financial information provided in financial statements but also interpret the 
information, comprehend the implications of the information for both the long and 
short term benefits of the organisation. While they do not need to know how to 
produce the figures, they must understand what they mean for the organisation they 
serve. Nonetheless, a director who “has achieved conceptual understanding … still 
has things to learn about the detailed application of these concepts” (Director, 
Nonprofit sector).   
So while both a conceptual and applied understanding are necessary for a 
director to be financially literate, a conceptual understanding of accounting concepts 
is the necessary foundation from which an applied understanding may be developed. 
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Together, the conceptual and applied understanding required for director financial 
literacy formed a competence framework. 
Competence framework 
The foundation capability required of each individual director was limited to 
that necessary to fulfil the purposes of director financial literacy – monitoring 
management and solvency and fulfilling legal duties. Experts indicated that each 
individual director is expected to have at least a strategic understanding of financial 
reports and the implications of the figures contained in those reports. This capability 
essentially involved being able to understand and apply basic accounting concepts to 
independently make judgements about the financial health and solvency of the 
organisation each director serves. In articulating the capability required to read and 
understand financial statements one expert drew on language literacy as an analogy.  
‘Rather than either familiarity with financial management concepts or with a 
body of financial knowledge (the equivalent of being literate in the sense of 
well read, rather than literate in the sense of being able to read), for me, 
“financial literacy” is the ability to read and understand a complete set of 
financial statements, unaided’  
(Director, Nonprofit sector). 
This view of director financial literacy as consisting of both conceptual and 
applied components requiring a broad range of cognitive capabilities is similar to 
Weil’s (Morse, 2004) explanation for adopting an alternative definition to the 
predominant BRC (1999) definition of “read and understand fundamental financial 
statements” (p.26). Although this explanation involves a more advanced conceptual 
understanding of accounting than identified in my study, it serves to illustrate the 
inter-related nature of concepts (in bold) and the complex cognitive capabilities 
involved in forming a view of the finances based on the information contained in 
financial statements. 
Look at a balance sheet. Every number but the date requires an estimate or 
judgment. What's your cost of goods sold? It depends on how you value 
ending inventories. Managers will choose their inventory valuation 
method depending on how they want to manage or, some would say, 
manipulate income. One method increases cash flow by lowering current 
income tax payments and enables easy income manipulation by varying 
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end-of-period purchases. Another method results in higher reported 
earnings per share.  
Weil (Morse, 2004, p. 22) 
 
By the completion of the Delphi study experts framed the extent of capability 
required for director financial as consisting of a broad set of knowledge and skills. 
To be financially literate each individual director must be able to broadly understand: 
• The three fundamental financial statements balance sheet, cash flow 
statement and income statement) and the top-level line items within these 
financial statements; 
• The relationships between the financial statements, notes and declarations 
contained in financial reports; and 
• How financial reports are prepared and presented. 
This knowledge essentially involves recognising, recalling and comprehending 
these three aspects of accounting, and is consistent with basic cognitive capabilities 
implied through the phrase ‘read and understand financial statements’. Experts 
indicated, however, that this capability is not sufficient for directors to fulfil the 
purposes of board control, directors’ duties and statutory obligations relating to 
solvency. To fulfil these purposes a more sophisticated level of knowledge and 
cognitive capabilities are required, including application, analysis and evaluation. 
From this perspective, to be financially literate each individual director must also be 
able to: 
• Analyse the three key financial statements; 
• Form a strategic view of the finances from this analysis; and 
• Appreciate the strategic implications of financial decisions. 
At the most fundamental level, the knowledge and skills required for director 
financial literacy covers five finance themes identified in Round One of the Delphi 
study. These themes summarised at a high level the fundamental dimensions of 
director financial literacy.   
From a measurement perspective the dimensions provide a structure or 
framework for grouping constructs. The five dimensions ranged from the more 
concrete (financial statements) through to the abstract (financial judgements): 
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1. Financial statements; 
2. Financial reports;  
3. Preparation and presentation of financial reports; 
4. Financial statements analysis; and  
5. Financial judgements. 
Dimensions 
The dimension ‘financial statements’ encompasses the financial statements and 
the line items contained within financial statements, the notes and directors’ 
declaration. These concepts form the most fundamental building block for director 
financial literacy. This involves having “a basic understanding of the composition of 
financial statements i.e. what are assets, liabilities, provisions, income, expenditure 
etc.” (Director, For-profit sector), “the terminology in each statement (what is an 
asset/liability/equity or gross margin, payables, receivables etc.)” (Director, 
Nonprofit sector), and “the typical items that appear in financial statements and the 
items expected for their company” (Educator, For-profit sector).  
The dimension ‘financial reports’ relates to the purpose and relationships 
between financial statements and the various components of financial statements. 
One expert explained that director financial literacy involves having “a basic sense of 
the key financial statements (three legs of the milking stool...) and the way they inter-
relate” (Accountant, Nonprofit sector). Or in other words, understanding “the 
purpose and relationships between balance sheet / P&L / Cash Flo”’ (Director, For-
profit sector) 
The dimension ‘accounting practices’ relates to the accounting practices 
associated with the preparation and presentation of financial reports. Experts 
explained that financially literate directors need to have “a partial knowledge of 
accounting” (Director, For-profit sector) that is limited to “Basic accounting” 
(Director, Nonprofit sector).  
The dimension ‘financial statements analysis’ relates to indicators used by 
directors to monitor and analyse the finances of the organisation they govern. The 
financial statement analysis conducted by directors was described by one expert as 
being a ‘common sense’ analysis that answers questions such as “why are assets 
 Chapter 7: Discussion and conclusions 221 
reducing over time? Why are there changes in the timing mix of liabilities?” 
(Educator, Public sector). In describing how directors should analyse financial 
statements some experts formulated checklists. These checklists, such as the one 
shown below, were pitched at a strategic rather than technical financial level.  
• For me the expectation is the average non-financially qualified 
director should be able to assess a few key (macro?) indicators from 
the financials:     
• Profitability - as simple as is income bigger than expense.  Is the 
entity a going concern?   
• Liquidity - can the company meet its debts as they fall due; be able 
to look at CA vs CL and get a sense of working capital.   
• Dynamics within cash flow - did the entity make an operating cash 
surplus?  Where did the cash generated go?  To purchase assets or 
pay down debt.  Reading the cash flow is a key skill!   
  (Accountant, Nonprofit sector) 
The dimension ‘financial judgements’ relates to the fundamental strategic 
financial matters that each individual director needs to monitor and form judgements 
on.  Experts proposed that director financial literacy involves having an ability to 
form a strategic view of the organisation’s finances, including solvency and the 
financial position. For example, “a financially literate director must be able to 
properly inform themselves as to the current financial position of the entity and that 
the said entity is not trading insolvent” (Director, Public sector). A director also 
needs to “be able to understand the financial risks and the strategies to strengthen the 
organisation's financial position” (Accountant, Public sector).  
Thus, director financial literacy is a hierarchy of capabilities that moves from 
the concrete to abstract and from simple to complex. Together these capabilities 
formed a competence framework comprised of: 
1. Knowledge of financial statements and financial reports and the preparation 
and presentation of financial reports and cognitive capabilities in 
recognition, recall and comprehension; and 
2. Knowledge of strategic indicators of the organisation’s financial state and 
outlook (e.g. liquidity and solvency) and additional cognitive capabilities in 
application, analysis, evaluation and forming judgements. 
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The nesting of these capabilities also has implications for developing measures 
of director financial literacy. It suggests that measures of director financial literacy 
will need to include a separate measure of conceptual understanding that is followed 
by another measure of an applied understanding of those concepts. If a director does 
not demonstrate and adequate level of conceptual understanding of the 24 accounting 
concepts, then it is unlikely that the same director will have the required applied 
capability. 
Concluding comments 
Overall, the requisite capability required for each individual director without 
financial expertise is summarised in Table 7-3. This competence framework 
demonstrates that the financial knowledge and skills required for financially literate 
directors is both multi-dimensional and multi-level. It is multi-dimensional in that the 
24 concepts share up to three associations with other concepts (hierarchical, 
equivalence and antithetical) and, each concept is associated with one of the five 
financial themes (dimensions). Drawing on the coding scheme used for my study 
(section 4.4) and the Framework for the Preparation and Presentation of Financial 
Statements (AASB, 2009), Table 7-3 also shows that 14 of the 24 concepts are 
nested within higher-level concepts. Finally, to be financially literate, a director 
needs to be able to apply their conceptual understanding of the 24 accounting 
concepts to board work. Based on the results from the Delphi study, this also requires 
each financially literate director to apply a broad range of cognitive capabilities. 
These capabilities move from simple capabilities (recall) through to the complex 
capabilities (judgement). 
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Table 7-3: Director financial literacy competence framework 
Level The 24 concepts directors 
must understand to be 
financially literate are 
listed below. 
Each concept relates to 
one of five dimensions of 
director financial 
literacy: 
To be financially literate 
a director also needs 
have an applied 
capability which includes 
being able to: 
To be financially literate 
a director needs to be 
able to apply the 
following capabilities to 
board work 
5 1. Solvency 
1.1. Capacity to 
service debt 
1.2. Liquidity 
2. Financial position 
Financial judgements  • Ascertain the 
strategic implications 
of financial decisions 
• Recall 
• Recognition 
• Comprehension  
• Evaluation 
• Judgement 
4 3. Budget or forecasts 
vs actuals 
 
Financial statements 
analysis  
• Analyse financial 
statements 
• Recall 
• Recognition 
• Comprehension  
• Analysis 
3 4. Audit opinion 
5. 'Going concern' 
assumption 
Accounting practices  • Understand how 
financial reports are 
prepared and 
presented 
• Recall 
• Recognition 
• Comprehension 
2 6. Financial statements 
– the purpose of each 
statement and the 
relationships 
between them 
7. Directors' declaration 
Financial reports  • Understand financial 
reports 
• Recall 
• Recognition 
• Comprehension 
1 8. Balance sheet 
8.1. Assets 
8.2. Liabilities 
8.3. Equity 
8.3.1. Reserves 
9. Statement of cash 
flows 
9.1. Operating 
activities 
9.2. Financing 
activities 
9.3. Investing 
activities 
10. Income statement 
10.1. Income 
10.2. Expenses 
10.3. Profit/loss 
10.3.1. Profit vs cash at 
the bank 
10.3.2. Measures of 
profit (e.g. 
EBIT, EBITDA 
and NPAT) 
Financial statements  • Understand three 
fundamental 
financial statements 
and the line items 
within these financial 
statements 
• Recall 
• Recognition 
• Comprehension 
 
The conceptual and measurement findings contribute to addressing issues 
raised in the scholarly and practitioner literature. They also highlight key design 
considerations to ensuring measures of director financial literacy are accurate and 
able to clearly distinguish what is being measured. The final challenge my study 
sought to address relates to current board practices. The practical findings from my 
study are addressed in the next section. 
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7.2.3 Practical findings 
This study has made a number of findings that provide practical insights into 
director financial literacy. In exploring expert views on director financial literacy and 
unpacking what it means to be financially literate, my study has provided some 
insights into what experts believe is to be reasonably expected of a director without 
financial expertise. As noted by one expert, achieving director financial literacy is 
important but it is only a basic foundation from which capability needs to be 
developed. Being financially literate: 
is not sufficient in itself for a director to take an effective part in governing 
an organization, just as the ability to read doesn’t, by itself, ensure that a 
person will understand Pride and Prejudice. But literacy is undeniably 
necessary if one is to get anything at all out of a literary work and if a board 
is to have a modicum of independence from management 
(Director, Nonprofit sector). 
Practical findings from this study cover three broad areas. Firstly, in the 
absence of accurate, reliable and direct measures of director financial literacy this 
study has identified some broad indicators for distinguishing the three levels of 
director financial capability – (1) director financial illiteracy, (2) director financial 
literacy, and (3) financial expertise.  Secondly, in considering the levels of director 
financial capability experts also identified four barriers to developing director 
financial literacy. These barriers included (1) differences between the technical and 
the layperson’s use of terms, (2) Lack of experience and exposure to financial terms, 
(3) the complexity of accounting standards, and (4) the presentation and extent of 
information provided to directors. And finally, experts affirmed the practical 
importance for developing a direct, accurate and reliable measure for director 
financial literacy. Each of these findings are discussed below. 
Indicators of director financial capability 
The Delphi study demonstrated that experts infer the extent to which a director 
is financially literate from observed behaviours in the boardroom. How directors 
without financial expertise interact and apply financial concepts in the boardroom 
provides opportunities for detecting conceptual gaps and patterns that distinguish the 
three levels of director financial capability – illiterate, literate and expert. 
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Compared to financial literates and experts, directors with limited financial 
literacy tended to misunderstand and misuse the more technical accounting concepts 
but generally understand the more strategic level and important concepts. For 
example, directors with “limited financial literacy” are usually able “to grasp key 
notions, such as the need to have cash on hand and the importance of earning a profit 
or following a budget” (Director, Nonprofit sector).  Deficiencies in financial 
literacy, however, tend to: 
start with an inability to understand, conceptually, a balance sheet. That lack 
of understanding leads to profound confusion, for instance, over the 
difference between cash and income (or surplus) and the difference between 
a deficit and a debt. People often assume that a business is fine as long as it 
has cash. But the cash it has may effectively belong to others, e.g., its 
suppliers, a lender or the shareholders. 
(Director, Nonprofit sector)  
Consistent with the regulatory guidance and scholarly literature on director 
financial literacy (Chapter 1 and Chapter 2), experts noted that for less experienced 
directors the notion of ‘read and understand financial statements’ has “a much lower 
threshold and to the extent that they want to ensure that they can satisfy their 
directors duties” (Educator, Nonprofit sector). Financially literate directors, for 
example “need to be comfortable with accounting concepts. Not necessarily the level 
of knowledge of a CA/CPA etc., but enough to understand whether there is a risk of 
material misstatement” (Accountant, Nonprofit sector).  It is not “reasonable to ask 
the directors to be across the nuances of accounting standards - particularly the more 
esoteric ones” (Accountant, Nonprofit sector). The extent of capability expected of 
‘financial literates’, includes being able to “gain a sense of where the key drivers for 
performance are coming from - look at the big movements year on year” 
(Accountant, Nonprofit sector). In contrast, the capability expected of a financial 
expert is “to understand the detail and ask pertinent questions at the board table” 
(Educator, Nonprofit sector).  
Although director financial literacy was framed as a universal capability, 
experts indicated that this capability needs to increase where a director also serves on 
the Audit Committee. “If members of an Audit Committee there are further 
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requirements as those Directors… must be able to delve deeper into the financial 
statements and operations / risk treatments of the entity” (Director, Public sector). 
While each “director should be able to rely upon the expertise provided by 
executive management” (Accountant, Nonprofit sector), the extent of a director’s 
capability influences the level of reliance needed. As was argued in Round One, the 
Centro “placed the onus too far” (Accountant, Nonprofit sector). Experts believed 
that it is “reasonable that a director relies on assurance from a CFO, CEO and 
external audit notwithstanding the board's responsibility in signing off financial 
statements” (Accountant, Nonprofit sector).  
In conclusion, financially literate directors are able to demonstrate a conceptual 
understanding of the essential 24 accounting concepts relevant to forming strategic 
judgements on financial matters. The financial literate’s focus is strategic, whereas 
the financial expert’s focus is the technical and transactional detail. Directors lacking 
financial literate may be able to recognise and recall concepts but they struggle with 
comprehending the meaning and application of specific concepts to board work. 
Practical barriers to achieving director financial literacy are discussed in the next 
section. 
Barriers to developing director financial literacy 
To help distinguish between levels of director financial capability experts were 
asked to identify concepts that novice directors without financial expertise tend to 
experience difficulty in understanding and applying to board work. Of the 24 
accounting concepts essential for director financial literacy the experts identified 14 
concepts as being conceptually more difficult for novice directors without financial 
expertise to understand. These concepts (shaded in Table 7-4 ) consisted of all those 
covered under the theme ‘financial judgements’ and ‘accounting practices’ with 
seven (50%) of the concepts relating to ‘financial statements’.  
Table 7-4: Director financial literacy competence framework showing the relatively more difficult 
concepts 
Concepts Dimension 
1. Solvency 
1.1. Capacity to service debt 
1.2. Liquidity 
2. Financial position 
Financial judgements  
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Concepts Dimension 
3. Budget or forecasts vs actuals 
 
Financial statements analysis  
4. Audit opinion 
5. 'Going concern' assumption 
Accounting practices  
6. Financial statements – the purpose of each statement and the 
relationships between them 
7. Directors' declaration 
Financial reports  
8. Balance sheet 
8.1. Assets 
8.2. Liabilities 
8.3. Equity 
8.3.1. Reserves 
9. Statement of cash flows 
9.1. Operating activities 
9.2. Financing activities 
9.3. Investing activities 
10. Income statement 
10.1. Income 
10.2. Expenses 
10.3. Profit/loss 
10.3.1. Profit vs cash at the bank 
10.3.2. Measures of profit (e.g. EBIT, EBITDA and NPAT) 
Financial statements  
 
Experts suggested that some concepts are not intuitive for directors without 
financial expertise because these concepts do not reflect a layperson’s view of 
finance. Conceptual confusion between terms ‘cash’ and ‘profit’ is evident, for 
example when directors ask questions such as “how come we've made a profit but 
there's no money in the bank?” (Director, Nonprofit sector). Directors also tend to 
misunderstand “what the auditor does” (Accountant, Nonprofit sector).  
The difficulty experienced in understanding financial information may also be 
“explained by minimal or no exposure to basic and fundamental accounting 
concepts” (Director, Non-profit sector) and “the language and style as well as the 
jargon” (Accountant, For-profit sector) used in financial reports.  Experts explained 
that these difficulties may be fuelled by the proliferation of accounting standards and 
the failure of those “standards to express themselves in simple and clear language” 
(Director, For-profit sector). The “increasing complexity of accounting standards is 
making it more difficult for directors to acquire and maintain the level of financial 
knowledge needed to sign off on financial statements” (Director, Nonprofit sector). 
The progressive harmonisation of standards is also a source of complexity and 
confusion because the “IFRS financial statements do not provide information in easy 
to digest format.  The actual financial statements should be useful but a lot of the 
notes are too complex” (Educator, For-profit sector). Financial reports for directors 
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working in an international context are also challenging for directors without 
financial expertise because “the application of IFRS around the world is 
inconsistent” (Educator, For-profit sector). 
One expert proposed that management conventions relating to the extent of 
financial information provided to directors also influenced the ability of a director to 
establish an understanding of the organisation’s ‘financial story’. For example, to 
fully understand the financial story directors require information spanning beyond 
the two to three years of data that is typically provided by management. Directors 
“understand financial information better when they can examine 5 or more years of 
financial information.  Unfortunately, this is rare within organisations because 
accounting systems usually only keep two years of information to generate financial 
statements” (Educator, For-profit sector). The same expert argued that the 
availability of longitudinal data can empower novice directors without financial 
expertise.  
There is power in looking at performance over time through the financial 
statements and ratios being summarised and accumulated over time on a 
spreadsheet.  This is powerful because it gives context.  Humans think best 
in a clear context.  Novices are greatly helped when they can review 
summarised financial information over time 
(Educator, For-profit sector). 
The confusion experienced by directors with low levels of financial literacy 
may also be influenced by the way financial knowledge is gained from connecting 
pieces of the financial story across the key financial statements provided to boards.  
The relationship between cash and income’, for example, ‘is not instantly 
obvious from looking at the statements, especially where the business is 
complex. It has to be deciphered. (This is where the statement of cash flows 
comes in, a statement, I find, that draws little interest on the part of most 
readers, which is telling in itself.)  
(Director, Nonprofit sector). 
Experts participating in the Delphi study proposed that directors without 
financial expertise face multiple barriers to developing financial literacy. But at what 
point should a director become financially literate and how may this capability be 
verified? These issues are discussed in the next section. 
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Verifying director financial capability 
In the absence of formal mechanisms for verifying a director’s financial 
capability, the assessment of director financial literacy usually occurs “after company 
failures rather than before appointment” (Director, Nonprofit sector). It was 
concluded, therefore, that it is necessary “to assess the financial literacy of each 
incoming director and tailor their introductory education” accordingly (Director, 
Nonprofit sector). Any deficiencies in a director’s “financial literacy needs to be 
addressed as a training priority” (Director, Nonprofit sector).  
Experts viewed director financial capability as being developed over time 
through education, experience and learning through others. Centro confirmed “that 
business education and experience is essential for anyone in a governance role” 
(Director, Nonprofit sector). While office-holders should facilitate the development 
of financially literate and informed boards the responsibility for ensuring directors 
have the capability rests primarily with each individual director. Nonetheless, experts 
argued that office-holders should encourage directors to actively seek out 
opportunities to improve their financial capability through internal and practical 
means.  
Experts also warned that expectations relating to director financial literacy 
must be considered in the context of the broader functions of boards and “the need 
and value for a board to have an appropriate mix of skills and experience to 
contribute to the governance, growth and development of the organization” 
(Director, Nonprofit sector). While ‘it would be nice if every director understood’ the 
financial concepts identified in the Delphi study, “many boards require a breadth of 
knowledge only accomplished by having the aggregate skills on the board” 
(Accountant, Non-profit sector). For example, many “small and medium size non-
profit boards are filled with non- accountants. Yes, these board members should have 
better financial literacy - but they often bring crucial contacts and 
fundraising/marketing/IT skills” (Director, Non-profit sector). Too much of an 
emphasis on the financial capability of directors, therefore, was perceived to put 
boards at risk of becoming dominated by financial capability at the expense of other 
skills and creativity. Thus, “there is a balance to be struck in terms of other areas of 
expertise required on boards” (Director, Nonprofit sector). In considering this trade-
off one expert proposed that director financial literacy should be present and assessed 
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as a board level capability rather than an individual capability required of each 
director.  This expert explained that: 
depending on the organization, those who have a grasp of such things as 
marketing issues, human resources etc. must be represented on the board.   A 
director with such a background will almost surely mean they have less 
experience with financial statements. If the accounting and finance areas are 
sufficiently represented, then that board could still be functional and 
effective even if some of the directors are less skilled in accounting and 
finance  
(Accountant, Non-profit sector).  
Concluding comments 
Broadly, experts agreed with scholars and practitioners that director financial 
literacy should be measured, monitoring and improved (Coates et al., 2007; Financial 
Reporting Council, 2012; Vinnari & Näsi, 2013). Ideally directors should have their 
financial literacy tested prior to being appointed to a board and any capability gaps 
addressed through education and professional development. Some experts, however, 
expressed concern that a fully financially literate board would adversely impact on 
the inclusion of other skills on boards and, therefore, reduce board’s diversity and 
creativity. This trade-off prompted some to argue that measurement of financial 
capability needed to be at the board level, as has been the approach with much of the 
scholarly literature on director financial expertise (Agrawal & Chadha, 2005; Jeffrey 
Cohen, Krishnamoorthy, & Wright, 2004; Jeanjean & Stolowy, 2009).This practical 
perspective, however, is inconsistent with the legal requirements for director 
financial literacy which apply at the individual level only. Thus, any practical 
measures of director financial literacy will need to be applied at least at the 
individual level. 
7.2.4 Summary of findings 
The key findings of my study indicate that there is a common and basic 
financial capability required for each individual director to fulfil legal and societal 
expectations – director financial literacy. This capability is strategic in focus and is 
comprised of two components – a conceptual understanding and an applied 
understanding of accounting concepts applicable to financial reports.  
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As a minimum each individual director must have a conceptual understanding 
of 24 accounting concepts so they may contribute to the board’s control role and 
fulfil their individual directors’ duties and obligations relating to solvency. This 
conceptual understanding involves making connections between concepts and 
drawing general conclusions about the financial story, financial health and solvency 
of the organisation they govern. These concepts involve, for example, understanding 
key items in the cash flow statement and balance sheet to determine the current and 
future solvency status of the organisation. The scope of director financial literacy is 
limited to the concepts necessary for making key strategic level judgements about the 
organisation’s finances. More technical and transaction-based accounting concepts 
and broader financial concepts, including those relating to forward projections, were 
not considered ‘must know’ concepts for director financial literacy. The 24 
accounting concepts identified in my study form the foundation from which financial 
literacy may be applied to board deliberations and decisions; and individual financial 
capability may be developed and advanced through experience and board education.  
The applied component of director financial literacy highlights that director 
financial literacy is more complex than the basic cognitive capabilities implied by the 
phrase ‘read and understand’. To apply the 24 concepts to board work directors need 
to draw on a range of analytical and decision-making skills to form their own views 
on the finances of the organisation they govern.  
These findings suggest that more precise conceptualisations of director 
financial literacy involve re-labelling this capability as ‘director accounting literacy’ 
and focussing how these 24 accounting concepts relate to financial reporting quality. 
They also suggests that direct measures of director financial literacy may be 
developed from these 24 concepts. The design of these measures will need to 
consider the multi-dimensional and multi-layered nature of the 24 essential concepts 
and ensure that any resulting measures are accurate, reliable and clearly distinguish 
between a director’s conceptual understanding and applied understanding of the 24 
concepts. If, as this study suggests, these 24 concepts apply universally across all 
boards in Australia, then measures may also be more readily tested for their validity 
and reliability in assessing the actual level of director financial literacy. From a 
practical perspective this will help with verifying director capabilities and could be 
applied for recruitment, selection, education and development activities associated 
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with boards of directors. Any efforts to promote director financial capability should 
also be considered in relation to potential trade-offs and that influence board 
composition and performance. 
7.3 CONTRIBUTIONS 
To date, very little research has been conducted both internationally and locally 
within Australia on individual director financial literacy. By unpacking and exploring 
the notion of director financial literacy this study has contributed a new perspective 
on the purpose, scope and application of director financial literacy in Australia. By 
gaining a deeper understanding of how director financial literacy is framed and what 
it involves this study suggests that there is a fundamental level of director financial 
capability applicable to all directors in Australia. As such, this research has 
implications for research and practice. 
The literature review (Chapter 2) demonstrated the presence of conceptual, 
measurement and practical challenges to the advancement of research into director 
financial literacy. These challenges have evolved from decades of research into how 
board composition and characteristics influence board and organisation level 
outcomes (Carcello et al., 2011; Coates et al., 2007; Vinnari & Näsi, 2013). The 
conceptual challenges stem from the predominant adoption of the very broad 
definition of director financial literacy as the ‘ability to read and understand financial 
statements’. This definition was identified in the literature as lacking adequate clarity 
over the scope, focus and depth of director financial literacy to develop and apply 
valid and reliable measures of this capability (Carcello et al., 2011; Coates et al., 
2007; Vinnari & Näsi, 2013). Divergent views across the key professional domains 
in this area has presented further challenges in identifying and measuring director 
financial literacy. This has also presented practical challenges in understanding three 
key aspects of director financial literacy – (1) what distinguishes director financial 
literacy from financial expertise and illiteracy, (2) at what point should a director 
become financially literate, and (3) how to verify directors have the capability 
required to perform their duties.  
The results of the Delphi study (Chapters 4 to 6) and the findings discussed in 
this chapter have contributed to addressing each of these challenges (Table 7-5). A 
discussion of how the findings of my study contribute to theory and practice follows.  
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Table 7-5: Summary of how the findings have contributed to addressing current challenges faced by 
scholars and practitioners 
Aspect Key contributions 
Conceptual Purpose of director financial literacy is to support the control role through monitoring 
management and risk; and fulfilment of individual legal director’s duties and obligations 
relating to solvency. 
Knowledge domain is limited to accounting. 
It is a universal foundation which may be extended to include more concepts applicable to 
specific types or organisations or business endeavours. Similarly, specific concepts may be 
more strongly emphasised where they are more critical to the context in which a director 
serves. 
Measurement Its content is limited to financial reports. 
It is multi-dimensional and includes concepts associated, financial statements analysis, 
financial reports, financial statements and the preparation and presentation of reports. 
Concepts are inter-related and multi-layered as demonstrated by the final concept map (Figure 
7-1) 
It involves a level of knowledge that is limited to a strategic understanding rather than technical 
and transactional-level. 
Functional director financial literacy consists of two forms of capability – conceptual and 
applied understanding of the 24 accounting concepts. 
The cognitive skills involved are broad and range from the simple (recall) through to the 
complex (judgement) capabilities. 
Practical Provided clarity over what is to be reasonably expected of a novice director without a financial 
expertise. 
Identified director financial literacy as a capability that is developed through education and 
experience. 
Provided two nested frameworks from which direct, reliable and accurate measures of director 
financial literacy may be developed to verify the actual capability of directors and establishing 
director education and development programs in this area. 
 
7.3.1 Contributions to theory 
This study has contributed to corporate governance theory in three ways. 
Firstly, it has strengthened scholarly understanding of director financial literacy. This 
study sought to gain insights into experts’ views on director financial literacy for the 
purpose of gaining a stronger understanding of its conceptualisation and application 
within boards of directors. To date very little research has been conducted in this area 
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(McDaniel et al., 2002; Vinnari & Näsi, 2013). The value and comparability of 
previous studies have been hampered by the weak conceptualisations and measures 
of director financial literacy. Additionally, previous studies have tended to 
investigate director financial capability in conjunction with other individual and 
board level constructs rendering it difficult to gain an understanding of what exactly 
director financial literacy is whether it actual present and how it is applied to board 
work (Carcello et al., 2011). By focussing exclusively on director financial literacy 
and taking a step back to consider what constitutes this specific capability and the 
purposes it serves, this study presents a greater understanding of the phenomenon 
and offers insights into how it may be positioned within board research. 
Secondly, this study has provided a conceptual framework and a competence 
framework from which more precise and direct measures may be developed and 
applied to research investigating the actual financial literacy of directors. The 
conceptual framework consists of 24 accounting concepts that directors must 
understand to be financially literate. This framework can be used as basis for 
developing direct tests of financial knowledge. The conceptual framework covers 
what directors must know to have the minimum conceptual understanding required to 
monitor management and solvency and fulfil their directors’ duties. The competence 
framework is an extension of the conceptual framework. It builds on the conceptual 
foundations by incorporating the applied capabilities required for directors to be 
functionally literate to do board work. The competence framework may also be used 
to measure how directors apply their conceptual understanding to financial reports 
used in board work. The competence framework covers what a director must know 
and what a director must be able to do with their knowledge to be a financially 
literate director. These frameworks provide the basic building blocks from which 
additional measures could be developed to assess more advanced capabilities and 
requirement applicable to certain contexts or roles (e.g. Audit Committee Chair or 
member) 
Finally, my study contributes to our understanding of the capabilities 
supporting the performance of specific board role sets and tasks. Drawing on Forbes 
and Milliken’s (1999) model, for example, by establishing a basis from which the 
presence of individual and group-level financial capability may be directly measured 
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this study provides insights into a critical but largely neglected component of models 
of board role performance and outcomes (Figure 7-2).  
Figure 7-2: Positioning director financial literacy within Forbes & Milliken’s (1999) model 
  
By identifying a competence framework this study has provided clarity in the 
conceptualization of director financial literacy and a basis from which more accurate, 
reliable and direct measures of this capability can now be developed. Once such 
measures have been developed it will be possible to more precisely investigate the 
relationship between capability and governance mechanisms such as independence 
and other board-related constructs identified in Forbes and Milliken’s (1999) model. 
7.3.2 Contributions to policy and practice 
This study has contributed in three ways to policy and practice relating to 
boards. Firstly, it has provided a robust framework for verifying director financial 
literacy. Widespread public concern and scepticism over the financial capability of 
directors has emerged, along with other issues such as diligence and honesty, in the 
context of high profile corporate scandals.  The findings of the FRC 2012 Director 
Financial Literacy Survey has generated a great deal of activity in the provision of 
advice, education and other services to help improve director financial literacy.  The 
recently released Financial Reporting Quiz (ASIC, 2014b) provides a means for 
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assessing director financial capability. My research, however, found that the 
Financial Reporting Quiz along with similar tests have overlooked the foundation 
level of capability required to meet basic legal obligations and duties. This study 
contributes to policy and practice by providing two frameworks from which tests 
more closely aligned to explicit legal and regulatory requirements may be developed 
to supplement the more advanced tests currently available, and provide a basis for 
developing more advanced or context-specific measures.  
Secondly, by clarifying the meaning, composition and application of director 
financial literacy, my study provides a foundation from which legal and regulatory 
interventions could be established to monitor and assess the impact of director 
financial literacy on board outcomes. This study supported the view that director 
financial capability develops over time through experience and education. 
Interventions, therefore, could include director education and development programs 
that explicitly cover the 24 concepts identified in this study and direct assessments of 
directors’ conceptual and applied understanding of those concepts pre and post 
program and as their career progresses. 
And finally, my study contributes to debate about the implications of 
financially literate boards for board recruitment, performance and diversity. It 
provides evidence that director financial literacy is at a more basic and, arguably, 
more practical and achievable level for all directors than indicated in the scholarly 
and practitioner literature (Carcello et al., 2011; Giacomino, Akers, et al., 2009; 
Giacomino, Wall, et al., 2009). It suggests, therefore, that director financial literacy 
is a capability that, with education, support and experience, should be attainable for 
all directors over time.  
7.4 LIMITATIONS 
The design of my study sought to minimise any factors that may diminish the 
trustworthiness of its findings. Nonetheless, the findings of this study may still be 
subject to limitations. Key limitations are discussed below. 
7.4.1 View of the experts only 
In line with the Delphi method, this study of the conceptualisation of director 
financial literacy was limited to the view of experts. It excluded, for example, the 
views of novice directors. While novice directors may be in a better position to 
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identify the concepts they find challenging, they may not realise which concepts are 
important to understand or recognise which concepts they misunderstand or misuse. 
The understanding of director financial literacy gained from this study may be 
strengthened through the incorporation of additional perspectives to evaluate and 
confirm the views from the current study, particularly in relation to misconceptions 
and misuse of financial concepts. 
7.4.2 Australian study 
The findings from the Australian context may not be transferable to other 
contexts given the framing of director financial literacy around legal and regulatory 
requirements in Australia. While the internationalisation and harmonisation of 
accounting standards and adoption of similar legal and regulatory approaches may 
help smooth out differences, comments from experts drawn from jurisdictions 
outside of Australia suggest some concepts such as the meaning of ‘director’s 
declaration’ may be less applicable outside of Australia. This issue could be 
investigated further by comparing terminology in international and national financial 
reporting standards and legal requirements with the 24 concepts identified in this 
study as essential to director financial literacy. 
7.4.3 Influence and importance of context 
An overall objective of my study was to establish whether there is a universally 
applicable level of director financial literacy. Expert consensus over the conceptual 
framework provides evidence in support of the existence of a universal and 
fundamental level of director financial literacy. Additional comments raised by the 
experts, however, indicated that while there was overall agreement within the panel, 
there was also a view that additional concepts may need to be included in the 
conceptual framework to more accurately reflect the requirements of particular 
contexts. By the completion of my study, the type and extent of contextualisation 
remained unresolved and has been noted as an area of further investigation. 
7.4.4 Sample 
My study sought expert insights into the notion of director financial literacy. In 
line with the Delphi method this study was interested in gaining rich insights rather 
than generalizability of data. While the sample included a mix of expertise and sector 
experience, the sample was predominantly comprised of directors serving on non-
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profit boards, with a small minority of experts identifying themselves as educators (n 
= 4) or working in the public sector (n = 6). The purpose of the between group 
analysis was to gauge the potential influence of sample bias and group effects.  Some 
small to very small differences were noted on 22% of the items selected in Round 
Two. While some between group differences existed in Round Three, only two 
concepts were affected – ‘capacity to service debt’ and ‘the going concern 
assumption’. A closer examination of these group-based differences revealed they 
comprised of varying degrees of agreement only rather than disagreement between 
the expert groups that comprise the panel.  The trustworthiness of findings could, 
therefore, be strengthened through confirmation of the results of this study with a 
more evenly distributed sample. 
7.5 RECOMMENDATIONS FOR FUTURE RESEARCH 
My study suggests that there is much to be gained from further studies on 
director financial literacy. As an area of widespread practical interest largely 
overlooked by scholars, director financial literacy theory is in a nascent state and, 
therefore, offers many opportunities for further investigation. The findings of this 
study have made some initial contributions to help address the conceptual, 
measurement and practical challenges that have hampered research to date. While 
some limitations influence the trustworthiness of the findings of this study, overall, it 
has provided a critical step in advancing knowledge of director financial literacy 
within the context of the literature on board roles and performance. 
Recommendations for future research stem from the limitations discussed in the 
previous section and the narrow scope of the current exploratory study.  
In my study experts were asked to identify the concepts they believe novice 
directors tend to misunderstand or misuse. As such, the results represent experts’ 
perceptions only. It may, however, be difficult for individuals with a deep 
understanding of a topic to think of that topic from the perspective of less competent 
individuals. To confirm experts’ views on misconceptions and misuse of financial 
concepts a further avenue of research involves investigating the views and actual 
capability of non-experts and the barriers experienced by non-experts. This research 
would directly investigate the concepts directors believe they have difficulty 
understanding and the concepts they actually misunderstand or misuse. Furthermore, 
asking non-expert directors questions about their understanding of the meaning and 
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application of particular concepts and how they developed this understanding may 
provide further insights into non-expert directors’ cognitive processes when dealing 
with financial information and barriers directors potentially face when reading and 
using financial reports. Detecting patterns of perception and understanding of the 
important concepts that directors typically find difficult may provide a focus for 
developing direct tests of director financial literacy similar to the concept inventories 
applied in the fields of science, engineering and computing (Goldman et al., 2010; 
Osborne et al., 2003; Streveler et al., 2011).  A concept inventory is a “multiple-
choice instrument designed to evaluate whether a person has an accurate and 
working knowledge of a concept or set of concepts” (Lindell, Peak, & Foster, 2007, 
p. 14).  Concept inventories are designed to be easy to administer, free of technical 
jargon and inclusive of common misconceptions as a means to establish whether an 
individual genuinely understands a set of core concepts or simply applies 
conventional wisdom and routines when confronted with these concepts. 
The panel agreed that the overarching purpose of the Delphi study to establish 
a basis from which a direct measure of director financial literacy is a worthwhile 
endeavour. A potential extension of the current research, therefore, is to devise “a 
scaled financial literacy test, one that rates a candidate’s literacy from basic to high, 
with points in between” (Director, Nonprofit sector). The value of such a direct 
measure must, however, be considered in light of how it may influence board 
composition. One expert suggested that it would be:  
interesting to see if were possible to develop a model for rating or measuring 
financial literacy (i.e. an exam/level of skill requirement) to even be able to 
qualify as a director.  The issue with this is that many may be frightened 
away from the role-is that a bad thing?  
(Accountant, Nonprofit sector). 
A strong theme of my study has been the almost exclusive association between 
director financial capability and the control role of boards and individual director’s 
duties and obligations relating to solvency. The literature review, however, 
demonstrated that director financial capability may also be of value in fulfilling other 
roles such as strategy and resource dependency. Investigating what financial 
capability is required of directors to fulfil other roles and how it relates to the 
conceptual framework and competence framework for director financial literacy 
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developed from my study will provide further insights into director capability. This 
may in turn inform the literature on board roles, composition and performance. 
Finally, the influence of context on the requirements for director financial 
literacy on particular boards is an area for further investigation. The Round One 
results indicated that experts broadly supported the view that there is a fundamental 
and universal level of individual director financial capability required for directors to 
fulfil their duties and to monitor solvency and management. This fundamental 
capability is applicable across all contexts in which directors serve. Consequently, 
concepts and ideas relating to the themes ‘cognitive capability’ and ‘context’ were 
not carried forward to Round Two because the focus of the current study is on the 
minimal capability required of directors. Exploring or evaluating the extent and type 
of capabilities required for directors working in different environments, holding 
different roles or with varying levels of experience or expertise is not directly 
relevant to the current study. These aspects could be considered, however, for further 
investigation in a separate study.   
7.6 CONCLUSION 
The Delphi study revealed that experts perceive individual director financial 
literacy primarily in terms of having an ability make judgements about strategic 
financial status of an organisation to facilitate the board’s control role and the 
fulfilment of individual director’s duties and obligations relating to solvency. These 
judgments may be shaped by the internal and external context in which directors 
serve and involve analytical and other skills beyond the basic cognitive capabilities 
(recognition, recall and comprehension) implied by the predominant description of  
director financial literacy as being ‘able to read and understand financial 
statements’. In considering what financially literate directors need to understand, the 
conceptual framework and competence framework emerging from my study are 
limited to basic and strategic accounting concepts. Conversely, in considering the 
concepts that directors tend to misuse or misunderstand, the experts predominantly 
identified more technical and abstract accounting concepts. 
By unpacking and exploring expert understandings of director financial literacy 
my research provides a more robust framework for measuring and advancing 
scholarly investigations into this area. In terms of practical implications, this research 
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is a first step in developing an agreed conceptual framework and clear articulation of 
the conceptual and applied capabilities required for director financial literacy. As a 
result more accurate, reliable and direct measures can be developed and applied in a 
range of contexts including pre and post course assessments to evaluate the 
effectiveness of director education programs; and for regulatory purposes to verify 
that directors serving on boards do indeed have the minimal financial capability 
required to perform their duties.  
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Appendices 
 
Appendix A: Delphi study participant information sheet  
 
PARTICIPANT INFORMATION FOR QUT RESEARCH 
PROJECT 
– Questionnaire – 
Director Financial Literacy 
QUT Ethics Approval Number 1400000157 
  
RESEARCH TEAM  
Principal Researchers: Dr Pieter-Jan Bezemer Post-doctoral Research Fellow 
Associate Researchers: Dr Gavin Nicholson Associate Professor 
 Jacqueline Bettington Masters Research Student 
 
School of Accountancy, QUT Business School, Queensland University of 
Technology (QUT) 
 
DESCRIPTION 
This project is being undertaken as part of Masters Research study by Jackie Bettington. 
 
High profile cases such as Centro, ABC Learning Centres Ltd and the National Safety Council have highlighted 
the problems that can arise where directors lack the ability to comprehend and apply financial information to 
fundamental board decisions. Despite the findings and fallout from these and other high profile cases and over 
a decade of extensive statutory reforms to directors’ duties, there remains much ambiguity about the financial 
capability required for directors to fulfil their duties and meet the expectations of the communities they serve. 
The purpose of this research project is to develop a test for assessing the financial literacy of individual board 
directors. 
 
You are invited to participate in this project because of your expertise as an accounting professional, or an 
accounting educator, or a practising board director. 
 
PARTICIPATION 
Participation will involve completing a series of questionnaires.  The Delphi study will be conducted over 8 to 
14 consecutive weeks commencing in May 2014. Should you choose to participate in this study it will involve 
completing a series of 4 to 6 online questionnaires. It is anticipated that it will take approximately 30 minutes 
for you to complete each questionnaire. You will be given two weeks from the date each questionnaire has 
been sent to submit a response. 
 
Questions in the first round of the Delphi study will be a mix of open-ended and multiple choice questions such 
as those provided below: 
• What do you think is meant by ‘read and understand financial statements’? 
• What do you think each director needs to know so they can read and understand the information 
contained in general purpose financial statements? 
• In which sector have you worked as either a practicing accounting professional, a practicing board 
director or an accounting educator? 
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o Private sector – for profit 
o Private sector – non-profit 
o Public sector (includes Universities) 
 
The responses from the first round will analysed and provide the content for the questions asked in 
subsequent rounds of the Delphi study. Some examples of the types of questions asked from the second round 
of the Delphi study include: 
• Which of the following two definitions do you prefer? 
1. Director financial literacy is (definition to be developed between round 1 and round 2) or 
2. Director financial literacy is (definition to be developed between round 1 and round 2) 
• Why do you prefer the definition selected? 
• How important is it that each financially literate board director understands the concepts listed below? 
(list to be developed between round 1 and round 2) 
• Drawing on your own experience, rate the level of difficulty often experienced by directors and 
students, especially those without an accounting background (qualifications or experience) from 
'Extremely difficult' through to 'Extremely easy'. (list of concepts to be developed between round 1 and 
round 2) 
At the completion of the Delphi study a member of the research team will contact you by email and request 
your consent to be named as a member of the Delphi panel of experts. Your permission is being sought so you 
may be acknowledged for contributing to the development of a credible and robust test for assessing director 
financial literacy.  
Your participation in this project is entirely voluntary. If you agree to participate you do not have to complete 
any question(s) you are uncomfortable answering. Your decision to participate or not to participate will in no 
way impact upon your current or future relationship with QUT. If you do agree to participate you can withdraw 
from the project without comment or penalty and any identifiable information already obtained from you will 
be destroyed. However as the questionnaire is anonymous once it has been submitted it will not be possible to 
withdraw your responses. Data collected in this project may be used by the current research team only at a 
later date in another project, if relevant.  
EXPECTED BENEFITS 
It is expected that this project will not benefit you directly although we will send you copies of any articles 
published from this project. It is expected that the project may benefit the community, boards, other directors 
and accounting educators by: 
 
• Providing clarity in the meaning, scope and application of director financial literacy; and 
• Developing an objective test for verifying the actual level of director financial literacy at an individual 
and collective level. 
RISKS 
There are no risks beyond normal day-to-day living associated with your participation in this project. We will 
provide the opportunity to debrief with one of the senior project researchers should you feel it is necessary. 
PRIVACY AND CONFIDENTIALITY 
All comments and responses will be treated confidentially unless required by law.   
Any data collected as part of this project will be stored securely as per QUT’s Management of research data 
policy. Please note that non-identifiable data collected in this project may be used as comparative data in 
future projects or stored on an open access database for secondary analysis. 
CONSENT TO PARTICIPATE 
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Submitting the completed online questionnaire is accepted as an indication of your consent to participate in 
this project. 
QUESTIONS / FURTHER INFORMATION ABOUT THE PROJECT 
If have any questions or require further information please contact one of the research team members below. 
 
Dr Pieter-Jan Bezemer Dr Gavin Nicholson Jackie Bettington 
07 3138 4043 07 3138 9299 0432 150 446 
pieterjan.bezemer@qut.edu.au  g.nicholson@qut.edu.au  j.bettington@student.qut.edu.au  
 
CONCERNS / COMPLAINTS REGARDING THE CONDUCT OF THE PROJECT 
QUT is committed to research integrity and the ethical conduct of research projects.  However, if you do have 
any concerns or complaints about the ethical conduct of the project you may contact the QUT Research Ethics 
Unit on 07 3138 5123 or email ethicscontact@qut.edu.au. The QUT Research Ethics Unit is not connected with 
the research project and can facilitate a resolution to your concern in an impartial manner. 
 
Thank you for helping with this research project.  Please keep this sheet for your information. 
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Appendix B: 
Delphi study participants  
Example of the literature on the positive relationship between financial expertise and independence. 
 
Name 
Rounds Some expertise 
Most expertise 
Some sector experience 
Most sector experience 
Country 
1 2 3 Accountant Director Educator For-profit Nonprofit Government  
De-identified 
√ √ √ 
Accountant Director Educator Accountant For-profit     For profit 
Australia 
Flack, Ted 
√ √ √ 
  Director Educator Director   Nonprofit   Nonprofit 
Australia 
Lind, Andrew 
√ √ √ 
  Director   Director For-profit Nonprofit   Nonprofit 
Australia 
Church, J. F. 
√ √ √ 
  Director Educator Director For-profit Nonprofit   For-profit 
Australia 
De-identified 
√ √ √ 
Accountant Director Educator Accountant For-profit Nonprofit Public sector (government) For profit 
Australia 
Beyers, Sonya 
√ √ √ 
  Director Educator Educator For-profit Nonprofit Public sector (government) Nonprofit 
Australia 
Gousmett, Dr Michael 
√ √ √ 
  Director   Director For-profit Nonprofit   Nonprofit 
New Zealand 
Petie, Dawson 
√ √ √ 
  Director   Director For-profit Nonprofit Public sector (government) For-profit 
Australia 
Hey-Cunningham, David 
√ √ √ 
    Educator Educator For-profit Nonprofit Public sector (government) For-profit 
Australia 
Carpenter, Graham 
√ √ √ 
Accountant Director   Director For-profit Nonprofit Public sector (government) Public sector (government) 
Australia 
Binnie, Bruce 
√ √ √ 
  Director   Director   Nonprofit Public sector (government) Nonprofit 
Australia 
Townend, Chris 
√ √ √ 
Accountant Director Educator Accountant For-profit Nonprofit Public sector (government) Nonprofit 
Australia 
Poole, Glenn 
√ √ √ 
Accountant Director   Director For-profit Nonprofit Public sector (government) Public sector (government) 
Australia 
Mein AM, Jim 
√ √ √ 
Accountant Director Educator Director For-profit Nonprofit Public sector (government) Nonprofit 
Australia 
Booth, Michael S. 
√ √ √ 
    Educator Educator   Nonprofit Public sector (government) Public sector (government) 
Australia 
Barnard, Chris 
√ √ 
    Director   Director For-profit Nonprofit Public sector (government) For profit 
Australia 
De-identified 
√ √ √ 
  Director   Director For-profit Nonprofit Public sector (government) For profit 
Australia 
Richards, Ray 
√ √ √ 
Accountant Director   Accountant For-profit Nonprofit Public sector (government) For profit 
Australia 
McAuliffe AM, John 
√ √ √ 
  Director   Director   Nonprofit   Nonprofit 
Australia 
Dowling, Mark 
√ √ √ 
Accountant   Educator Educator For-profit Nonprofit   For profit 
Australia 
De-identified 
√ √ √ 
Accountant Director   Director For-profit Nonprofit Public sector (government) For profit 
Australia 
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Name 
Rounds Some expertise 
Most expertise 
Some sector experience 
Most sector experience 
Country 
1 2 3 Accountant Director Educator For-profit Nonprofit Government  
Skelton, Chris 
√ √ √ 
Accountant     Accountant For-profit Nonprofit   Nonprofit 
Australia 
Moore, Richard 
√ √ √ 
  Director   Director   Nonprofit Public sector (government) Nonprofit 
Australia 
Newton, Kerryn 
√ √ √ 
  Director   Director For-profit   Public sector (government) Public sector (government) 
Australia 
De-identified √     Accountant   Educator Accountant For-profit   Public sector (government) For profit 
Australia 
Thompson, Betty   
√ √ 
Accountant     Accountant   Nonprofit   Nonprofit 
Canada 
Paxton-Hall, Paul 
√ √ √ 
  Director   Director For-profit Nonprofit   Nonprofit 
Australia 
McMillan, Wendy 
√ √ √ 
  Director   Director For-profit   Public sector (government) Public sector (government) 
Australia 
Packer, Robert 
√ √ √ 
Accountant Director   Accountant For-profit Nonprofit Public sector (government) Public sector (government) 
Australia 
De-identified   
√ √ 
Accountant Director   Accountant For-profit Nonprofit   Nonprofit 
Australia 
De-identified   
√ √ 
  Director Educator Director   Nonprofit   Nonprofit 
Australia 
Ken McFarland   
√ √ 
Accountant Director   Accountant       Nonprofit 
Canada 
Wilson, Alexandra   
√ √ 
  Director   Director For-profit Nonprofit   Nonprofit 
Canada 
Jameson, Elizabeth     
√ 
  Director Educator Director   Nonprofit Public sector (government) Nonprofit 
Australia 
De-identified     
√ 
  Director Educator Director   Nonprofit Public sector (government) Nonprofit 
Australia 
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Appendix C: Round One questionnaire  
QUT Director Financial Literacy – Delphi Study – Round 1 May – June 2014 
Introduction      
Welcome to the QUT Delphi study on director financial literacy.    
Our aim for this first round of the Delphi study is to identify the minimum conceptual 
knowledge required for directors working in any context to make sense of general purpose 
financial statements. To do this we need to identify:     
1. What a financially literate director must be able to do with the financial information 
contained in general purpose financial statements;   
2. The minimum knowledge required for a director to be ‘financially literate’ in the 
boardroom; and   
3. The conceptual aspects of financial statements that directors without an accounting 
background often find difficult to understand or apply in the boardroom.    
Instructions   
We expect it will take 30 minutes for you to complete the 10 questions in this questionnaire.  
Although this time will vary with your views and may be shorter. We recommend that you look over 
the whole questionnaire before responding to specific questions. Doing so should save you time and 
help you with planning your responses. To look over the whole questionnaire click on the forward 
arrow button [>>] at the bottom of the page until you reach the consent and submission page, which 
is the final page in this questionnaire.  To go back to the beginning of the questionnaire click on the 
back arrow button [<<] at the bottom of each page until you return to this page.     
Please draw on your own experiences and views when responding to questions. We encourage you 
to answer all questions, but if you wish to skip any you are free to do so. To save your responses as 
you go simply click on the forward arrow button [>>] at the bottom of the page. To go back and view 
your responses on previous pages click on the back arrow button [<<] at the bottom of each page. All 
information you supply will be treated confidentially. Access to and use of this information limited to 
the QUT Director Financial Literacy Research Team.     
Your participation in this study is greatly appreciated. If you have any questions about this 
questionnaire please contact Jackie Bettington by email (j.bettington@qut.edu.au) or phone (+61 
432 150 446).     
We look forward to receiving your responses by midnight AEST Monday 9 June 2014.    
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What is 'director financial literacy'?      
This part of the Delphi study consists of a series of open-ended questions seeking your views on 
director financial literacy and the minimum conceptual understanding of general purpose financial 
statements required for a director to be financially literate. You will also be asked to identify any 
accounting concepts that you have noticed are difficult for non-accountants to understand (at least 
initially).      
'Director financial literacy' is generally understood to mean that a director on any board or governing 
body is '... able to read and understand financial statements' (ASX Corporate Governance Principles 
and Recommendations with 2010 Amendments, 2nd Edition).      
Please draw on your own experiences and views when responding to questions. 
Question 1: What do you think is meant by 'read and understand financial statements'?      
Consider, for example, what a financially literate board director must be able to do with the 
information contained in financial statements and how being financially literate relates to the role 
and fundamental duties of individual board directors.     
 
Question 2: What do you think each director needs to know so they can read and understand the 
information contained in general purpose financial statements? 
 
Question 3: When reading and using the financial information contained in general purpose 
financial statements, are there any specific concepts which people without a background in 
accounting tend to find difficult to understand or apply? 
 Yes  
 No - you will automatically skip question 4 and go to question 5.  
 
Question 4: What are the specific concepts which people without a background in accounting tend 
to find difficult to understand or apply?      
Please list the concepts below and explain why you think people find these concepts difficult to 
understand or apply. 
 
About you      
The following set of multiple choice questions seek some basic information about your professional 
perspective and experience. We will use this information to analyse the results from this round of 
the Delphi study. Our analysis will be included in the feedback we will send to all panellists in the 
second round.  We encourage you to answer each question, but you are free to skip any. 
Question 5: Which of the following groups describes your expertise?    
Please select all options that apply to you.      
• A practising accounting professional has formal post-graduate qualifications in accounting 
and experience as a practitioner or advisor in accounting, auditing or finance.   
• A practising board director has served on at least three boards within the past 10 years.   
• An educator has experience in developing, delivering, assessing, evaluating or reviewing 
formal and informal accounting or director education. Includes consultants, advisors and 
trainers in director and board education. 
 
 Practising accounting professional 
 Practising board director  
 An educator  
 Other (please specify below)  
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Question 6: Which one of the following groups most accurately describes your expertise?      
Only one option may be selected from this list.        
• A practising accounting professional has formal post-graduate qualifications in accounting 
and experience as a practitioner or advisor in accounting, auditing or finance.   
• A practising board director has served on at least three boards within the past 10 years.   
• An educator has experience in developing, delivering, assessing, evaluating or reviewing 
formal and informal accounting or director education. Includes consultants, advisors and 
trainers in director and board education. 
 
 Practising accounting professional 
 Practising board director  
 An educator  
 Other (please specify below)  
 
 
Question 7: In which sectors have you worked as either as an accounting professional, a board 
director or an educator?  
Please select all options that apply to you. 
 For-profit  
 Nonprofit  
 Public sector (government)  
 
Question 8: In which sector have you worked the most as either an accounting professional, a 
board director or an educator?      
You may select only one response. 
 For-profit  
 Nonprofit  
 Public sector (government)  
 
Additional comments 
Question 9: If you have any additional comments relating to director financial literacy, then please 
enter them in the text box below? 
 
Question 10: If you have any additional comments relating to the Delphi study, including this 
questionnaire, then please enter them in the text box below? 
 
Consent      
I understand my right to choose whether to participate in this study and that the information I 
submit will be handled confidentially. I give my consent for the use of the data I submit for the 
purpose of developing a test for director financial literacy and related publications. 
 Yes (1) 
 No (2) 
 
Submission  
To go back review your responses click on the back arrow button [<<] at the bottom of the page.  To 
submit your responses click on the forward arrow button [>>] at the bottom of the page. 
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Appendix D: Round One feedback report 
QUT Director Financial Literacy Delphi Study Round 1 Report 
Last Modified: 20/06/2014 
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Question 1: What do you think is meant by 'read and understand financial statements'?  
     
Consider, for example, what a financially literate board director must be able to do with the 
information contained in financial statements and how being financially literate relates to the role 
and fundamental duties of individual board directors.     
 
 Appendices 261 
Expert Response 
E001 A director must have a basic understanding of how financial statements relate to the 
business they are governing. They need to be able to make sure that the 'story' they 
hear from management matches the financials they review. This means they need to 
understand basic financial terms (assets, liabilities, profit) and would likely understand 
some basic ratios (current ratio, quick ratio). But more than the basic technical 
knowledge, they would know what a particular figure MEANS for their business.     
A director needs to understand which elements of the financial statements are most 
important (i.e. mission critical) to the business they oversee. A key part of this is being 
able to understand how changes in the financial statements relate to the business they 
govern. Thus, understanding the trends in the key financial figures and variations from 
expectations such as budgets. 
E002 To answer Question 1, I considered Australian Securities and Investments Commission v 
Healey [2011] FCA 717. The case is a landmark case in corporate governance. The 
director is essential to corporate governance. The director is at the apex of the 
corporate structure. The financial reports should be understood by the directors before 
they’re adopted. The reports should be understood given the knowledge each director 
has or should have by virtue of his position. A director should take reasonable steps to 
do this. Section 295(4) should be followed. The director should have a solid knowledge 
of the corporation so as to do this in an ethical manner. In is interesting to note that a 
director should pay attention to the affairs of the company even outside the area of his 
or her expertise. Questions should be asked and followed up. 
E003 A financially literate Director ought to be able to determine from the financial 
statements the following key understandings of the financial position of the 
organisation:   
1. Whether the organisation is likely to be able to pay its bills as and when they fall due.    
2. The financial performance of the organisation. 
E004 
 
 
Know what the different statements measure - Profit and Loss (measuring operating 
surplus or deficit over a period) as opposed to a Balance Sheet (measuring net assets at 
a particular point in time).     
Know that the "Notes" to the accounts contain important explanations and 
qualifications (and should be carefully read).     
Compare budget to actual in the Profit and Loss, line by line, and ask questions about 
significant variations.     
If a deficit is shown, ask what steps are being taken to reverse this?     
Ask whether the Balance Sheet properly categorizes Current Assets and Liabilities? Be 
satisfied from a comparison of these and especially cash reserves that the entity is able 
to pay its debts as and when they fall due.     
Compare Debtor and Creditor levels to the prior year balance sheet and ask for 
explanations about material differences. 
E005 It is a typical jargon statement to cover all.  However it does mean a director should 
understand this aspect of the business and the current position. They should enable a 
director to make a reasonable contribution to other aspects of the business from a 
background of financial knowledge.  
Our accounting standards are designed to make life and understanding difficult for 
directors see Conceptual Framework for Financial Reporting 2010. QC32 Financial 
reports are prepared for users who have a reasonable knowledge of business and 
economic activities and who review and analyse the information diligently. At times, 
even well-informed and diligent users may need to seek the aid of an adviser to 
understand information about complex economic phenomena. 
E006 There are two meanings.     
As a director I need financial information so that I can make strategic financial decisions. 
This information is high level and written so that non-finance directors can understand 
it. So the director must be capable of understanding user friendly information to make 
strategic financial decisions.     
The other meaning is with regard to the production of general purpose financial 
reports. The directors attest that the financial statements are 'true and fair'. They must 
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Question 1: What do you think is meant by 'read and understand financial statements'?  
     
Consider, for example, what a financially literate board director must be able to do with the 
information contained in financial statements and how being financially literate relates to the role 
and fundamental duties of individual board directors.     
 
Expert Response 
be able to understand the accounting concept and know that it has been applied 
appropriately so that the GPFR is 'true and fair'.     
Very few directors understand the accounting for financial instruments, non reciprocal 
grants and depreciated replacement cost for not for profits, and the assumptions 
behind impairment testing using discounted cash flows. 
E007 Read and understand financial statements takes a different meaning for each individual, 
particularly dependent upon their skills and experience.     
For those that do have financial skills and experience, this tends to mean that they are 
expected to understand the detail and ask pertinent questions at the board table.   
For those with less experience, this takes the meaning of a much lower threshold and to 
the extent that they want to ensure that they can satisfy their directors duties, usually 
means being able to understand the ratios and identify whether there are any key areas 
of concern of which they would then usually rely on those who have a much deeper 
understanding would delve into the issues.     
Raising this issue with unpaid directors usually results in a link between reading and 
understanding financial statements and the need to identify when a company might 
become insolvent. There is no expectation that the reason for reviewing financial 
statements might be to identify areas of growth or over-expenditure.       
I think 'reading and understanding financial statements' should be crafted in such a way 
to provide a level of understanding that it allows for a 'health check' of an organisation - 
that is, being able to understand what is travelling along well, what could be improved 
and when intervention is required. 
E008 The first issue to consider is the size of the entity.  "Larger" entities are more likely to 
have people who can read and understand financial statements, that is, they are able to 
interpret what the figures mean.  However that is not a given - one example, a board 
where there were medical professionals who literally sat back and let the "finance men 
(sic)" tell them what they thought that they needed to know.  So an individual's 
professional background will also have an influence on their ability and interest in 
reading and understanding financial statements.     
Of course people can "read' something, but it does not mean that they will 
"understand" what they have read. A financially literate director then, is one who can 
analyse and interpret the figures, using previous year’s comparatives as well, to identify 
trends and to ascertain the financial health of the entity - are there signs of financial 
distress emerging, for example, or has the CEO attempted to pull the wool over their 
eyes?  Yes, I've seen that too!  Where issues are identified then the CEO should be 
required to investigate and report back.  This is where having dedicated committees 
such as an audit risk and finance committee has a role - to scrutinise the financials 
before the board meeting, not at it.     
The governance structure is also important.  Board members should be able to 
challenge the financial reports without fear or favour if they have discomfort about 
aspects of the information as reported, and not be cowed into not speaking out. 
E009 
• Understand the underlying financial strength of the company.     
• Understand the solvency position of the company.     
• Understand whether the company is growing or contracting.     
• Can the company service its borrowings and pay debts as and when they fall due.     
• Is the level of debt appropriate and sustainable?     
• Can dividends be paid at a steady and sustainable level?     
• Understand the underlying cash position of the company.     
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Question 1: What do you think is meant by 'read and understand financial statements'?  
     
Consider, for example, what a financially literate board director must be able to do with the 
information contained in financial statements and how being financially literate relates to the role 
and fundamental duties of individual board directors.     
 
Expert Response 
• Look for trends in the financial statements impacting on the viability of the 
company.     
Directors have a duty to be properly informed about the financial position of the 
company and to ensure that it does not trade when insolvent.  
Also directors must act in the best interests of the company. 
E010 The answer to 'read and understand financial statements' depends on the nature of the 
financial statements.  This Delphi study is primarily dealing with general purpose 
financial statements, which are prepared complying with International Financial 
Reporting Standards as taken into Australian accounting standards by the Australian 
Accounting Standards Board.  Considering all companies, only a minority of companies 
are required to prepare these.  Thus, I think that a director's level of financial 
knowledge depends on the boards on which they sit.     
I vividly remember an Ernst & Young partner who spoke at an Institute of Chartered 
Accountants 2 day conference in October 2006 a year after IFRS had been 
implemented, said it is impossible for a person to have sufficient knowledge.  Speakers 
had pointed out how technical partners in accounting firms had specialised in 
standards.  I agree.  I think it is impossible for a person not familiar with general 
purpose financial statements to comply with legislative requirements.  Rather they 
need to look at how they cope.     
It is more likely that directors are able to understand the financial statements presented 
at regular board meetings as they will be specific and there is freedom of format.  My 
concern is that accountants do not think enough about how to meaningfully present 
financial information internally.   
From facilitating financial seminars for over 20 years, I know that people always 
understand financial information better when they can examine 5 or more years of 
financial information.  Unfortunately, this is rare within organisations because 
accounting systems usually only keep two years of information to generate financial 
statements.     
I also think that IFRS financial statements do not provide information in easy to digest 
format.  The actual financial statements should be useful but a lot of the notes are too 
complex.  The current debate and effort to reduce the amount of information so it 
concentrates on material matters is long overdue.  But I have my doubts about how 
effective this will be in the short term.   
Additionally, I believe that the application of IFRS around the world is inconsistent.  Just 
consider the unbelievable amount of, I think, useless work required to determine if an 
asset is impaired.  I am sure proper research would establish wide variation in how this 
is determined and non-compliance with the standards.  This situation will be less 
problematic in Australia because we have used sophisticated accounting standards for 
many, many years.     
So, in a nutshell, I find this first question difficult to answer.  I hope my thoughts are 
useful. 
E011 Read and Understand Financial Statements in my view is for directors to understand the 
concepts behind Assets/Liabilities/Equity/ Operating Financial Statements including 
Revenue and Expenses / as well as knowledge of Cash Flow. 
In addition there is a need for an understanding of the concepts behind financial 
operations including key relevant ratios for operating margins and/or gross trading 
profits, financial sustainability including financing capacity, financial solvency including 
understanding of financial risk exposures.   
Directors need to have an understanding of risks associated with financial instruments 
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Question 1: What do you think is meant by 'read and understand financial statements'?  
     
Consider, for example, what a financially literate board director must be able to do with the 
information contained in financial statements and how being financially literate relates to the role 
and fundamental duties of individual board directors.     
 
Expert Response 
and/or any contingent liabilities including financial guarantees. 
E012 A board director needs to be able to satisfy themselves firstly, that the entity is solvent 
and is not in danger of trading while insolvent. In the broader sense, it is about being 
able to satisfy themselves that whatever is being presented in narrative reports and 
presentations in terms of operational results or strategic future plans and directions is 
supported by the financial health of the organisation.     
A director needs to be sufficiently financially literate to be able to ask questions about 
financial impacts of proposals for future developments or projects. Particularly in terms 
of potential financial risks. 
E013 As a starting point it would be fair to say that many qualified accountants and analysts 
have to work hard to interpret the detail in financial statements. For me the 
expectation is the average non-financially qualified director should be able to assess a 
few key (macro?) indicators from the financials:     
1. Profitability - as simple as is income bigger than expense.  Is the entity a going 
concern?   
2. Liquidity - can the company meet its debts as they fall due; be able to look at 
CA vs CL and get a sense of working capital.   
3. Dynamics within cash flow - did the entity make an operating cash surplus?  
Where did the cash generated go?  To purchase assets or pay down debt.  
Reading the cash flow is a key skill!     
In reading and understanding the financials the average director should gain a sense of 
where the key drivers for performance are coming from - look at the big movements 
year on year and ask the obvious questions that arise.     
I do not think it is reasonable to ask the directors to be across the nuances of 
accounting standards - particularly the more esoteric ones which tend to depart 
commercial reality!    I firmly believe the expectation set by the Centro case sets the bar 
too high. 
E014 At the basic level a director needs to be able to understand from the financial 
statements whether the organisation has made a profit or loss and whether the entity is 
solvent and likely to remain solvent.  The director needs to be able to understand the 
major components of the entity's assets and liabilities, the nature of those assets and 
liabilities [tangible, intangible etc.] and the capacity of the entity to manage the 
liabilities while continuing to operate at the desired level of performance.     
As directors are responsible for the strategic direction of the entity they need to 
understand the financial constraints or capacity of the organisation for the future 
expansion or contraction of its activities. They need to be able to interpret the story 
about the entity's financial performance and current financial capacity that is being 
displayed in the financial statements.     
Directors should be able to calculate some of the commonly used financial ratios that 
can be compiled from the financial statements and then use those ratios to understand 
the capacity and performance of the entity. 
E015 
• Understand the background context of the organisation and its business, their goals 
and personalities.   
• Able to read, understand and analyse financial reporting principles, concepts and 
measurements of presentation (asset valuation, key performance indicators, 
accrual accounting and cash, liquidity measures, strategic needs for long term 
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Question 1: What do you think is meant by 'read and understand financial statements'?  
     
Consider, for example, what a financially literate board director must be able to do with the 
information contained in financial statements and how being financially literate relates to the role 
and fundamental duties of individual board directors.     
 
Expert Response 
survival and matching costs with revenue).    
• Encouraged and do ask questions till you understand as no questioning or 
challenging are signs of ignorance and risk incompetence.   
• Understand risk assessment and mitigation/management.   
• Understand fiduciary obligations.   
• Understand the importance of equity, the necessity to be profit making and the 
importance of working capital. 
E016 That they have the ability to read the statements as an entirety - i.e. contextualizing the 
statements together with the Notes and declarations and reports (Directors report/ 
directors’ declarations/ auditors report etc.).     
They may not/will not know the detail of the accounting principles/law/lore which 
underlies the numbers but will be able to decide whether the entity is 'healthy' and/or 
what the financial risks and mitigation strategies are.   
They need to be able to decide/agree/accept whether the entity is a 'going concern' 
E017 My view would be that a director must understand the solvency of the enterprise, the 
profitability of the enterprise and what the assets and liabilities comprise as a 
minimum.    
Further understanding about margins and return on investment come next.     
Then how the financial statements represent the strategy and business model of the 
organisation. 
E018 Each Director must be able to understand and analyse all financial reports. This includes 
balance sheet and P&L and cash flow statements and any ratios for these. They must be 
able to see trends and any emerging issues in the financials. They are responsible for 
the solvency of the company and cannot know this without some understanding of all 
of this.  
Also financial performance is to be monitored so each Director can offer an 
independent view on all of this.  Do not be afraid to raise any comments or concerns 
after reading such information. Be able to respond to the CEO or CFO. 
E019 A director should be able to read and understand not only the financial information 
provided in financial statements but also interpret the information, comprehend the 
implications of the information provided for both the long and short term benefits of 
the organisation.     
Whilst the director should be able to rely on the expertise of appropriately qualified 
staff to prepare and add commentary to the financials, the director should have 
sufficient financial skills to be able to "test“ the information provided and be satisfied as 
to its relevance and appropriateness. 
E020 As Chairman I have always had a Finance Committee and Audit and Risk Committee 
structured around accounts which fully reviews the monthly reports and prepares the 
budget.  Any Director can attend these meetings.  Full overview reports are provided to 
all Directors (for their understanding and be in line with Director requirements in recent 
court decisions) and all Directors to be aware and informed on their responsibilities. 
E021 
• Be able to assess the financial position of an organisation (liquidity / cash flow / 
commitments).   
• Understand key financial risks an organisation is exposed to.   
• Benchmark performance against peers.     
To assist decision making and alignment with an the goals of an organisations 
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Question 1: What do you think is meant by 'read and understand financial statements'?  
     
Consider, for example, what a financially literate board director must be able to do with the 
information contained in financial statements and how being financially literate relates to the role 
and fundamental duties of individual board directors.     
 
Expert Response 
 
E022 • Understand the purpose and relationships between balance sheet / P&L / Cash 
Flow. 
• Understand and calculate key operating ratios (current ratio etc.) from financial 
statements.   
• Assess solvency.  
• Assess security available and debt servicing ability for new debt.  
• Assess debt servicing capacity identify hard assets from paper assets. 
E023 One of the fundamental roles of a director is to respond to heightened risks in relation 
to a business.  The key risks from a financial perspective are the material misstatement 
of the financial statements and the continued adoption of the going concern 
assumption/not trade insolvently.  Directors must be able to satisfy themselves that 
there are no material misstatements and that the going concern assumption continues 
to be appropriate.  
There are other risks to mitigate such as the proper performance of the business 
(ensuring a return to shareholders, etc.) and the stewardship role over assets. A further 
"less obvious" risk is in relation to related party transactions-i.e. to ensure there are no 
conflicts/abuses of duty.     
Directors need to be able to identify the risk triggers that will be the early warning signs 
of problems.  To be satisfied that there are no material misstatements in the financial 
statements, directors must have a level of knowledge of accounting concepts and 
understand what the key misstatement risks are.     
Financial literacy is directly related to director duties. Specifically (and not exhaustively):     
1. The requirement to materially comply with accounting standards(both 
measurement and disclosure requirements) and produce financials that show a 
true and fair view   
2. The requirement to not trade insolvently    
3. The requirement to sign off on the annual solvency statement in the directors’ 
declaration. 
E024 
• To understand fully the financial performance, health / position of the organisation,  
• To determine from the statements whether the organisation is solvent and can 
meet its financial responsibilities, and  
• To enable the director to make informed strategic decisions on behalf of the 
organisation. 
E025 In this regard directors should be able to:     
• Understand how each of the financial statements is prepared including key 
accounting standard and policies which underpin them and assess whether there 
are matters not included in the financial statements which should be     
• Understand how each of the financial statements inter-relate     
• Understand how to assess the company's solvency     
• Understand key financial drivers for the company and how they are reflected in the 
statements     
• Understand key financial metrics relevant to the company and how they are 
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Question 1: What do you think is meant by 'read and understand financial statements'?  
     
Consider, for example, what a financially literate board director must be able to do with the 
information contained in financial statements and how being financially literate relates to the role 
and fundamental duties of individual board directors.     
 
Expert Response 
calculated using the financial statements     
• Compare financial statements from year to year and draw conclusions regarding 
the company's financial performance on this basis      
• Independently form a view on whether the financial statements represent a true 
and fair view of the company's financial position. 
E026 
• To understand net worth of a business; ability to meet commitments and generate 
cash flows for at least the next twelve months.  
• To understand the key metrics and drivers contributing to the result for the period. 
E028 Have at least a basic understanding of the fundamentals around income V expense for 
income statement purposes and of assets, liabilities and reserves for balance sheet 
purposes.  
From that a director needs to understand key concepts to understand the boards key 
financial/policy ratios such as current assets V current liabilities; days debtors and 
creditors; debt to equity; external borrowings and other sources of funding e.g. 
Government to assets.  
From this all directors need to understand the budgeting process and be able to see 
how that fits in with strategy/objectives. 
 
E029 
By the above definition, a financially literate director must be able to be able to 
properly inform themselves as to the current financial position of the entity and that 
the said entity is not trading insolvent.     
They must ensure that they are receiving appropriate financial statements that enables 
them to perform the above; and in so doing be able to ascertain clear trends and 
identify issues if the executive have not.  
If members of an Audit Committee there are further requirements as those Directors, 
NB the Chair must be able to delve deeper into the financial statements and operations 
/ risk treatments of the entity.     
As always a Director and full Board should have the appropriate level of challenging and 
supporting management in their questioning. 
E030 The organisation must be financially sustainable. Board members must be able to 
understand the financial risks and the strategies to strengthen the organisation's 
financial position. 
Total Responses 29 
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Question 2: What do you think each director needs to know so they can read and understand 
the information contained in general purpose financial statements? 
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Expert Response 
E002 Francis v United Jersey Bank (1981) – directors should do more than go through the 
paces. For me, this means that I would do a thorough walkthrough and take steps to 
make sure that internal controls etc. were of an appropriate standard and take other 
measures to ascertain that the accounts are true and fair. 
E003 
1. Whether the organisation is likely to be able to pay its bills as and when they fall 
due. He/she should therefore be able to find current assets and current liabilities 
on the Balance Sheet (in particular the levels of Accounts Payable and Cash at 
Bank). Information about Aged debtors in Accounts Receivable would help to 
elaborate on the position.   
2. The financial performance of the organisation by being able to identify in the 
Profit and Loss Statement at least:   
a) The levels of Revenue and Expenditure for each of the major activities of the 
organisation.   
b) The performance against approved budgets, particularly be able to identify 
any areas of major deviation from budget. 
E004 
 
 
Know what the different statements measure - Profit and Loss (measuring operating 
surplus or deficit over a period) as opposed to a Balance Sheet (measuring net assets 
at a particular point in time).     
For non-Accountants Balance Sheets are particularly difficult to read. Directors should 
understand what each line in a Balance Sheet reports. In my experience most directors 
do not understand the line items in a Balance Sheet. 
E005 A partial knowledge of accounting and an ability to understand how the accounting 
standards are deliberately designed to make it difficult for the director. A director 
should never feel intimidated to ask the 'dumb" questions. Honesty is very important. 
E006 A high level understanding of each accounting standard that is applicable to the 
organization. An appreciation of the assumptions required and confidence in the 
application.     
An overall appreciation of the financial statements and what they are illustrating to 
users. How users will interpret the information. 
E007 The purpose/mission for which an organisation is established, the KPI's that the Board 
has set and basic financial definitions and ratios. 
E008 Let's begin with the entity's constitution, or trust deed, which defines the purpose of 
the organisation.  The financials need to read in light of that to begin with.       
A director also needs to know the recent financial history of the organisation; I don't 
see how you can join a board and not want to know at least the past three years of 
financial results as background information.     
Then the director would need to know what the relevant accounting standards were 
for that entity, with respect to its size.  NZ now has four tiers for its charity reporting, 
for example.  That will be an issue that board members will need to be aware of with 
respect to the entities that they sit on.     
Audit/assurance reports also have a role to play, particularly where the financials 
might have had a qualified audit/assurance opinion attached in past year.  However, I 
have seen such reports that subsequent boards ignored to the long term detriment of 
the organisation in the end!  I resigned from that organisation after only a few months 
as a matter of principle for such a reason! 
E009 
• Have a basic understanding of the composition of financial statements i.e. what 
are assets, liabilities, provisions, income, expenditure etc.     
• How items are classified in financial statements.     
• That financial statements are not cash statements.    The level of "materiality" 
being applied.     
• The role of external audit.     
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Question 2: What do you think each director needs to know so they can read and understand 
the information contained in general purpose financial statements? 
 
Expert Response 
• The respective responsibilities of management and directors. 
E010 A director needs to know a lot, potentially.  To cope, they need to look at how they 
examine the draft financial statements before they approve them.  Techniques include 
CFOs providing comprehensive briefings; auditors providing their comments and 
assurance; and looking to see the financial story that has been presented to the board 
at regular board meetings is seen in the general purpose financial statements.     
Directors need to understand the purpose for each financial statement, particularly 
the income statement, cash flows statement and balance sheet.  They need to know 
the typical items that appear in financial statements and the items expected for their 
company. They should know the impact of changes in items and be able to review 
trends over time.   
They should also be able to assess the financial statements in the context of moving 
towards achieving the strategic plan.  They should also understand the financial risks 
faced. These things are not necessarily apparent in general purpose financial 
statements. They are likely to be more apparent within the management commentary 
included in the annual report. 
E011 A fundamental knowledge and understanding of the business including how the 
business generates value for shareholders.     
Directors need to understand the basis of accounting including areas of accounting 
standards where there are alternate approaches with the most significant being the 
valuation of assets including whether the entity has adopted a fair value approach or 
is adopting cost for assets.  
Also need to understand the valuation approach in terms of realisable value for assets. 
E012 At the most basic level, this means to:       
• Know what the key financial statements are (i.e. Balance Sheet, P&L or Income 
Statement and Cash Flow statement).       
• Understand what each statement represents and its purpose.       
• Understand the terminology in each statement (what is an asset/liability/equity 
or gross margin, payables, receivables etc.).     
• At the next level, the knowledge base is about the application or analysis of the 
financial data and this would lead to things like working capital, various financial 
ratios. 
E013 Directors need a basic sense of the key financial statements (three legs of the milking 
stool...) and the way they inter-relate. I do not expect directors to mimic accountants - 
rather they should stay at the strategic level and ask the obvious questions when 
confronted with financials.   
I believe it is important directors have the confidence to keep asking until they get a 
plain English answer - don't be put off by gobbly-gook from the CFO.     
Directors need to know the P&L is about income and expense; the balance sheet is in 
essence a stock take of assets and liabilities with various valuation bases at a point in 
time - not necessarily the wealth of the business.  The cash flow is a very important 
statement and directors need to be confident reading this statement.  They should 
understand the relationship between the P&L at the EBITDA line and the operating 
cash flow number.     
Directors would benefit from a sense of what are appropriate ratios for the relevant 
industry.     
Directors need to know the key questions to ask the CFO in particular and they should 
insist on a quality audit committee process to review the accounts. 
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Question 2: What do you think each director needs to know so they can read and understand 
the information contained in general purpose financial statements? 
 
Expert Response 
E014 Directors need to understand the way in which P&L items are calculated so that they 
understand the causes and implications of change in the numbers over time.  They 
need to understand the differences between current and non-current items and the 
importance of being aware of trends over time in revenue and major expense 
categories.      
Directors should understand the concepts behind each of the major items in the 
financial statements impacting on their entity. The role of the Director is to interpret 
the information contained in the financial statements and to use that information in 
reaching their decisions so they need to be aware of issues which may impact on a 
continuation of any current trends.     
Directors need to understand the concepts and assumptions that are used in the 
valuation of each of the assets and liabilities and the different results that may be 
reached with the use of other assumptions.  While the numbers contained in the 
financial statements appear to be precise, Directors need to understand the variables 
that may impact on the results.     
They should have a good understanding of the external audit process and the nature 
and limitations of the audit opinion. 
E015 
• The purpose of such statements,  
• Their strategic financial goals and impact,  
• Their performance measurement against budgets and forecasts and against cash 
flows, their basis of valuation, and 
• Whether they auger well for long term survival of the business. 
E016 They need to understand the context of the statements (general purpose/specific 
purpose, law applying) together with the context of the Notes, declarations and 
reports (Directors report/ directors declarations/ auditors report etc.).     
They need to understand the basics of income expense asset liability equity with 
associated timing etc. implications.     
Accrual vs cash concepts.     
The 'commonsense' of analysis e.g. why are assets reducing over time? why are there 
changes in the timing mix of liabilities? etc.   
Maybe basic ratio analysis.     
I doubt that non-trained directors do understand these concepts unless they are 
involved in targeted training. This of course only becomes an issue where there is 
complexity associated with the operation of the entity - as with any other diagnostic 
approach of the affairs are simple there the diagnostic skills required are simple - high 
level skill is only required where there is complexity - but the presence of complexity 
may not be obvious. 
E017 
• The basics of the accounting principles,  
• The accounting equation,  
• Then basic ratio analysis,  
• Plus the ability to compare prior corresponding periods.     
Refer Q9. 
E018 I am not sure how this question is different to the first one.  See my answers to the 
first question. 
E019 They need to have better than fundamental financial knowledge of bookkeeping. They 
should have some either experience based knowledge or study based knowledge of 
not only the ability to just read the statements but also to understand the implications 
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Question 2: What do you think each director needs to know so they can read and understand 
the information contained in general purpose financial statements? 
 
Expert Response 
of what they are reading and to draw from that questions of executive so that all are 
aware of the strategy and tactics being adopted.     
Thus being able to follow the appropriate strategies either formulated by the board or 
adopted by the board on executive recommendations.     
General purpose accounts are more for presentation purposes than monthly 
management accounts however they must still present the most accurate picture of 
the financial position of the organisation. 
E020 Given the make-up of accounts, showing final figures, I have notes to certain 
transactions to show how they are made up and thus all Directors have a full 
understanding of income and costs and to be able to read the balance sheet.        
Question 3). 
Some Directors find finance difficult but I get both committees to give an overview for 
all Directors to understand and raise necessary questions.   
Some have problems with Depreciation, sinking funds and net present values. 
E021 
• Limitations of financial reporting (e.g. focus is on past performance)   
• Key policies adopted (e.g. treatment of sales revenue) especially changes from 
prior year   
• Guidance with complex matters/accounting treatments (e.g. FX/derivatives) 
 
E022 Basic accounting. 
E023 Directors need to be comfortable with accounting concepts. Not necessarily the level 
of knowledge of a CA/CPA etc., but enough to understand whether there is a risk of 
material misstatement.   
Directors need to understand the relationship with individual areas of the financial 
statements (e.g. revenue/debtors and expenses/creditors).   
Directors also need to understand the alarm bells or triggers that raise concern and 
hence the need to ask further questions/require further explanation.   
To do this, directors also need to understand what the key financial statement risks 
are. 
E024 The intent of such statements is to provide the most useful information. Underlying 
these objectives is the notion that users need reasonable knowledge of business and 
financial accounting matters to understand the information contained in financial 
statements. This point is important: it means that in the preparation of financial 
statements a level of reasonable competence can be assumed; this has an impact on 
the way and the extent to which information is reported. 
E025 Directors need to have sufficient training to be able to undertake the tasks outlined in 
response to Q 1.  For non-financial directors, there are numerous short training 
courses available. Directors should also sit down with the CFO as part of their 
induction and get a full briefing on how the financial statements are prepared, and 
carefully read correspondence from the external auditor and management's response. 
E026 
• Distinguish between capital expenditure and operating expenditure   
• Explain difference between operating cash flows and IFRS net profits   
• Understand five elements of financial statements ~ PALER   
• Understand key metrics e.g. Return on equity vs. return on assets and return on 
revenue 
E028 
• What is an asset e.g. the treatment of leased equipment;   
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Question 2: What do you think each director needs to know so they can read and understand 
the information contained in general purpose financial statements? 
 
Expert Response 
• What is a liability (especially in the context of grant funding/acquittal obligations 
for government funded NFPs);   
• When can income be recognised;   
• The link between an income statement and balance sheet;   
• The importance of running surpluses to long term viability;   
• The importance of short term versus long term assets and liabilities and 
implications for insolvent trading issues;   
• Tax consequences for major transactions/Tax Act compliance (not in detail but in 
broad terms);   
• The role of the audit function and of the need to be responsive to auditor 
comments;  
• Funding sources and how they interrelate with ongoing expenses and timing of 
same. 
 
E029 
Each Director needs to know how to read a balance sheet and P&L.  
Must know insurance basics and have a good grasp of the legislation as it applies 
generally to Directors but also relating to the financial operations and requirements of 
the entity in question. This becomes more involved for the Public sector.      
Good governance is paramount; however experience also counts in terms of 
identifying issues and 'asking the right questions'. 
E030 Directors must know:   
• The basics of the accounting equation, accruals and what constitutes cash.     
• The general intent of the disclosure standards and measurement standards.  
• Liquidity and how it is represented in the accounts - the drivers of liquidity 
and the risks associated with reliance on one source.    
• Drivers of long-term profitability.   
• Balance sheet line item risks. 
Total Responses 29 
 
Question 3: When reading and using the financial information contained in general purpose 
financial statements, are there any specific concepts which people without a background in 
accounting tend to find difficult to understand or apply? 
 
# Answer  
 
Response % 
1 Yes   
 
25 86% 
2 
No - you will 
automatically 
skip question 4 
and go to 
question 5. 
  
 
4 14% 
 Total  29 100% 
 
 
Question 4: What are the specific concepts which people without a background in accounting 
tend to find difficult to understand or apply?      
 
Please list the concepts below and explain why you think people find these concepts difficult to 
understand or apply. 
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Expert Responses 
E002 
• Accrual Accounting - it’s difficult for clients to get their head around it. Most of 
my clients are non-reporting so this is the most common in my practice.      
• Conceptual Framework - why is it there - what place does it have in accounting.     
• Rules with respect to consolidations     
• Derivatives  
• Financial exchange 
E003 Accrual accounting is difficult for some and is sometimes misunderstood because it 
moves away from cash accounting which is the way most non-accountants think 
about financial matters. 
E004 
 
 
For non-Accountants Balance Sheets are particularly difficult to read. Directors should 
understand what each line in a Balance Sheet reports. In my experience most 
directors do not understand the line items in a Balance Sheet. 
E005 The failure of our accounting standards to express themselves in simple and clear 
language which as is shown above contrary to their policy. We have lost the concept 
of simplicity and clarity fore no real reason but for the benefit of the accounting 
profession on whom directors are increasingly dependent. 
E006 As stated earlier,  
• Accounting for financial instruments 
• Non reciprocal grants for not for profits   
• Depreciated replacement costs  
• Assumptions behind dcf and 
• Impairment testing 
E008 The usual one - how come we've made a profit but there's no money in the bank?  
Charities often don't bother with cash flow statements yet these can be very useful 
for people who are not trained in accounting concepts.     
Depreciation is another concept that trips people up!  Also amortisation ...      
Another area that I have found people don't understand is where reserves have been 
created such as a building revaluation reserve, where changes in value have not been 
taken to equity. 
E009 The difference between cash accounting and accrual accounting. 
E010 I am doing this in a bullet point list (which is not exhaustive):     
• Accounting for income tax because of the significant differences that can be 
between the accounting calculated income tax expense and the actual tax 
payable situation.     
• Valuation of assets at cost or fair value - what each means and when you can use 
each.   
• Impairment of assets due to complex method of determining if they are impaired 
and accounting for it, followed by how you recognise any turnaround.    
• Derivatives due to lots of different types and differing treatments depending on 
the determination made of the purpose of the derivative.     
• Under utilisation of the cash flows statement, especially comparing it with the 
income statement and understanding how the cash moves in and out of the 
organisation.     
• Recognition and measured of share based remuneration. 
E011 
• Concept of Reporting entity including basis of consolidation if relevant - 
depending upon the structure this can present some difficulties especially if there 
is a mix of controlled entities and significant investments without control.   
• Concepts of Assets Liabilities and Equity - can be difficult if there is a mix of equity 
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Question 4: What are the specific concepts which people without a background in accounting 
tend to find difficult to understand or apply?      
 
Please list the concepts below and explain why you think people find these concepts difficult to 
understand or apply. 
Expert Responses 
including instruments such as preference shares.   
• Concept of Revenue and Expenses - for some people understanding the timing for 
recognition of revenue depending upon nature of business.   
• Cash Flow concepts - general understanding of the elements is sometimes not 
fully understood. 
E012 Accruals and the Matching Principle: It can be difficult for people to understand what 
accruals are, and why they are done. Often, accountants explain the practice without 
explaining the principle behind the practice. In some non-profit entities the confusion 
is enhanced if the Treasurer adopts a hybrid approach.     
Depreciation and sinking funds:  In not for profit entities this is often seen as 'double 
accounting' or paying twice. The basic principle behind depreciation is not commonly 
understood.  This gets compounded when there is a suggestion that cash might be set 
aside as well to help pay for asset replacement. With the growth in use of cash flow 
statements, this issue may be less of a problem. 
E013 
• Revenue recognition   
• Impairment   
• Accrual accounting     
For many these concepts are one step away from the commercial or trading activity 
and hence can be confusing.  Revenue recognition in particular can be complex 
depending on the industry and given the underlying concept of prudence means 
revenue will always be conservatively booked. 
E014 Non-cash items such as depreciation - there tends to be confusion about why this is 
charged to the accounts and its relationship with maintenance and capital 
expenditure    historic cost vs market value. 
Some directors simply lack an understanding of the impact of the assumptions 
contained in valuation exercises and assume that the valuations can be determined 
exactly and without any qualification.  
That an unqualified audit opinion means that everything is OK - they lack an 
understanding of the sampling nature of external audit and that the opinion is based 
on materiality. 
E015 
• How to financially assess performance, 
• Understand the difference between governance and management (should be 
looking at big picture issues such as financial viability, performance of 
management and liquidity, rather than detailed examination of profit and loss 
line  items that often are immaterial) and  
• Understand the accounting principles on which the statements are prepared 
(cost. replacement cost, market valuation, cash or accrual, timing and 
contingencies which are not line items on balance sheets or equivalent). 
E016 
• The role of the declaration, notes and reports.    
• 'Going concern' understanding tends to be superficial - can we pay the bills.   
• Issues particularly for NFPs may go to risk associated with forward revenue (e.g. if 
revenue concentration is high). 
E017 A lot of people find the cash flow statement confusing.  It can be difficult to reconcile 
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Question 4: What are the specific concepts which people without a background in accounting 
tend to find difficult to understand or apply?      
 
Please list the concepts below and explain why you think people find these concepts difficult to 
understand or apply. 
Expert Responses 
NPAT to cash flow.     
Also the concept of Free Cash Flow can be difficult to understand and to derive from 
the cash flow statement.     
Depreciation is another concept that is frequently misunderstood.  Depreciation is 
putting aside funds to renew assets at the end of the useful life. However, those 
assets may be considerably more expensive to renew at the end of their life. So some 
organsiations though abiding by the accounting standards may be under-depreciating 
their assets. 
E018 
• Understanding solvency tests as well as nett equity and cash flow forecasts.  
• Often do not understand the relationship that exists between all financial 
statements. 
E019 It is difficult as an experienced accountant to nominate which concepts are difficult to 
laypersons however I have noted that just simply the accounting jargon can create 
issues. So, in general, the language and style as well as the jargon and implications of 
the information make them difficult. 
E020 In depreciation the rates are different for building life, carpets, lifts, air conditioning 
etc. also have different lives.  What are capital repairs and what are normal everyday 
repairs and replacement.  Programmed maintenance, cash flows and debtors and 
creditors. 
E021 
• Financial instruments   
• Share based payments   
• Tax effect accounting   
• Equity accounting  
• Materiality   
• Fair value 
E023 
• Accrual accounting. Difficult as these are the building blocks and if not trained in 
them it is a fundamental gap.   
• Impairment assessment-when required, how to do it, what valuation models to 
use (especially directors in the NFP space).  
• Share based payments-can be extremely complex.  
• Business combinations and especially the difference between new start 
accounting and continuation accounting.  Directors often struggle with the 
outcomes where they listed a business but retain control and therefore cannot 
unlock the value of intangibles.   
• The strict nature of some aspect of IAS e.g. accounting based on conditions 
existing at balance date.  The classic example is where banking covenants are 
breached at balance date, rectified by the time of signing, but the related debt 
must be aged as current in the end of year financials.   
• The relationship between elements within the financial statements.  For example, 
directors get confused whether adjustment go to the P/L or director to reserves  
• The ability to value up assets such as intangibles. Some directors feel that the 
financials should reflect internally generated intangibles.   
• Accounting for some financial instruments, e.g. convertible notes, redeemable 
preference shares, etc.  There is confusion between the concepts of liability 
versus equity.   
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tend to find difficult to understand or apply?      
 
Please list the concepts below and explain why you think people find these concepts difficult to 
understand or apply. 
Expert Responses 
• Hedge accounting-another complex area, especially the concepts of effectiveness 
testing.   
• Control versus significant influence-difficult to understand due to the grey areas. 
E024 Ratios. 
E026 
• Distinguish between expenditure eligible to be deferred on balance sheet and 
that required to be recognised immediately.   
• Definition and recognition criteria for revenue.     
Difficulty explained by minimal or no exposure to basic and fundamental accounting 
concepts. 
E028 
• The recognition of assets ....especially when financed.   
• The recognition of liabilities e.g. when grants are made in year 1 to be expensed 
over time.     
• People understand cash flow but double entry accrual accounting is not easy to 
pick up for the untrained mind. 
E030 It has varied across the organisations I have worked in and depending upon their 
longevity in a business and the support staff expertise. The current non-profit 
organisation I deal with has issues understanding balancing the budget does not mean 
zero surplus, and the concept of reserves associated with restricted (or specified) 
funds. 
Total Responses 25 
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Question 5: Which of the following groups describes your expertise?      
 
Please select all options that apply to you.        
• A practising accounting professional has formal post-graduate qualifications in accounting 
and experience as a practitioner or advisor in accounting, auditing or finance.   
• A practising board director has served on at least three boards within the past 10 years.   
• An educator has experience in developing, delivering, assessing, evaluating or reviewing 
formal and informal accounting or director education. Includes consultants, advisors and 
trainers in director and board education. 
 
# Answer  
 
Response % 
1 Practising accounting professional 
  
 
11 38% 
2 Practising board director 
  
 
22 76% 
3 An educator   
 
10 34% 
4 Other (please specify below) 
  
 
6 21% 
 
Question 6: Which one of the following groups most accurately describes your expertise?    
   
Only one option may be selected from this list.        
• A practising accounting professional has formal post-graduate qualifications in accounting 
and experience as a practitioner or advisor in accounting, auditing or finance.   
• A practising board director has served on at least three boards within the past 10 years.   
• An educator has experience in developing, delivering, assessing, evaluating or reviewing 
formal and informal accounting or director education. Includes consultants, advisors and 
trainers in director and board education. 
 
# Answer  
 
Response % 
1 Practising accounting professional 
  
 
6 21% 
2 Practising board director 
  
 
14 48% 
3 An educator   
 
5 17% 
4 Other (please specify below) 
  
 
4 14% 
Total  29 100% 
 
Other (please specify below) 
• Lawyer 
• legal and practiasing director 
• A researcher and commentator on charity and non-profit sector issues 
• Investment Professional 
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Question 7: In which sectors have you worked as either as an accounting professional, a board 
director or an educator?  
 
Please select all options that apply to you. 
# Answer  
 
Response % 
1 For-profit   
 
23 79% 
2 Nonprofit   
 
26 90% 
3 Public sector (government)    19 66% 
Total Responses 29 
 
Question 8: In which sector have you worked the most as either an accounting professional, a 
board director or an educator?    
 
You may select only one response. 
# Answer  
 
Response % 
1 For-profit   
 
12 41% 
2 Nonprofit   
 
11 38% 
3 Public sector (government)    6 21% 
Total  29 100% 
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Question 9: If you have any additional comments relating to director financial literacy, then 
please enter them in the text box below? 
Expert Responses 
E02 I think this is an interesting topic to research. As an academic and practitioner with a 
small client base, I am interested in your research. 
E07 There doesn't appear to be a direct link in organisations between risk and director 
financial literacy.  It is usually categorised as a skills and experience gap on the board as 
opposed to a risk issue. 
E08 Especially for our larger entities, there needs to be a requirement that if a person does 
not have board experience that there should be some mechanism whereby they are 
able to gain an understanding of the fundamentals.  Absconding because that is not 
their area of expertise is in my opinion no excuse; all board members are ultimately 
liable when things go wrong. 
E10 
 
 
I am interested in how the Delphi study will deal with the fact that most companies are 
not required to have general purpose financial statements and what this means for 
considering what is required under director financial literacy.     
I can say that from facilitating financial seminars for over 20 years that too many 
directors do not have what I would call a basic understanding. This basic understanding 
is to understand the purpose and how to read straightforward income statements, cash 
flows statements and balance sheets.   
This is often demonstrated, even in the media, when the term balance sheet is used.  It 
lists assets, liabilities and equity. Usually when this terminology is being used, the 
commentary is on revenues, expenses and profit and loss, which is the income 
statement.  This probably reflects the concern there is a lack of financial literacy in the 
Australian population in general. 
E12 While I understand the need for director financial literacy as a consequence of the 
cases like Centro and the National Safety Council, there is a balance to be struck in 
terms of other areas of expertise required on boards.  I am conscious of the 
extraordinary level of regulation and compliance now required in the superannuation 
industry and demands on trustee directors which are now reputed to be at a higher 
level with the concept of a 'superannuation director' to be introduced.     
The purpose of this study (to identify a test process for financial literacy) is to be 
encouraged.  However, I trust it may be in the form of a minimal entry standard with 
expectations/obligations to undertake training within say, the first year, to reach an 
acceptable standard. 
E15 The Centro case has reminded, alerted and challenged Board directors that one must 
understand what they are reading in board papers as ignorance is not a defence. For 
me, it confirms that business education and experience is essential for anyone in a 
governance role.   
I have been a strong advocate for decades on the importance and obligations of 
governance and two areas of concern have been in:   
• The not-for-profit area where there was no advocate for governance skills pre-
requisites for board roles before the ACNC came into existence, such that many are 
personality and friendship driven and dominant rather than be competent to 
govern and each board member acts responsibly;   
• The publicly listed companies where there is only competence assessing after 
company failures rather than before appointment.   
I am also a Chair of Superannuation Trustee Board and each director appointment is 
passed by APRA first and there is no such oversight elsewhere that I have seen other 
than certain professional practice companies.  
In summary, all board appointments generally should be assessed for governance skills, 
minimum levels experience and competencies with financial literacy being compulsorily 
assessed for appropriateness to business activity of the entity. 
E16 As mentioned above, I doubt directors without formal experience/quals are able to 
fulfil the underlying requirements of 'read and understand financial statements' where 
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Question 9: If you have any additional comments relating to director financial literacy, then 
please enter them in the text box below? 
there is complexity associated with the operations of the organisation.  Note my 
comment re the complexity of skill of diagnosis. 
E17 I find from professional work many people do not have a framework by which to make 
financial decisions. One of my favourite books that provides a framework is 
Beffettology by David Clark & Mary Buffett. It goes through ten elements of an 
excellent business, one with a durable competitive advantage.   
1. High ROE.   
2. High Return on Capital Employed.   
3. Robust Earnings.   
4. The right debt levels.  
5. Competitive Products and/or Services.  
6. Avoiding unionised labour.   
7. Pricing Power  
8. Right cost structures  
9. Capital Management  
10. The allocation of retained earnings (I think about the return on incremental 
capital)    
I find these ten provide a very good foundation from which to begin any financial 
analysis.  Each business also has its own specific factors for consideration. 
E18 A lot of Directors make the mistake of relying on what the CFO or any accountants on 
the Board tell them. The fact is they each have to know individually what the numbers 
are telling them. Such Directors try and bluff their way through and do no professional 
development or study in this area. 
E20 Short courses for Directors in being able to read books of accounts and form a view 
about the viability and the direction of the company. 
E21 Interested in hearing about the key issues experienced by director's in relation to 
financial reporting. 
E23 I have witnessed an emerging trend of directors being more questioning in relation to 
the financial statements. Being an audit partner I am particularly concerned with the 
level of questioning I receive in relation to the financial statements and the audit. I am 
pleased to see the level of questioning increasing.     
Another area of concern is that the understanding that a director has in relation to 
what the auditor does, particularly in the area of internal control.  Many directors 
potentially still think that the auditor tests internal controls and is potentially part of 
their “risk mitigation" process.  This is just not the case. 
E24 
I believe that the increasing complexity of accounting standards is making it more 
difficult for directors to acquire and maintain the level of financial knowledge needed 
to sign off on financial statements. 
E25 
The Centro case has caused a lot of concern regarding director financial literacy. 
However, I think this case really only clarified existing obligations of directors. It would 
be useful for director - especially in the NFP sector - to have a checklist of indicators for 
financial literacy based on cases such as Centro. 
E26 
Directors need to understand differences between cash and accrual accounting.  
Directors need to understand and communicate/ message explanation for performance 
of business to management team, investors and lenders/ debt providers. That is to say 
the fundamental role of directors is to identify key metrics driving profitability of 
business and cash flow implications. So as to determine appropriate strategies to 
improve performance or achievement of key objectives. 
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Question 9: If you have any additional comments relating to director financial literacy, then 
please enter them in the text box below? 
E29 
General: a Director must have a good working relationship with the Chair of the Board 
and the CEO. A Director must be able to meet with the CEO (in accordance with the 
relevant governance principles etc.) to be able to ascertain / discuss appropriate 
information.      
Audit: when on an Audit committee whether it is Audit and Risk or simply Audit, it is 
paramount that the appropriate time is afforded a director in receiving papers prior to 
a meeting; and appropriate time for the meeting is allowed for discussion.  If a Chair of 
the Committee the Chair must have access to the CFO or equivalent, and vice versa. 
The role of the CFO is incredibly important and should any unusual situations arise that 
need direct access from the CFO to the Chair of the Committee they must be allowed to 
occur.    Again for full Board, and as a Director on an Audit committee, the relationship 
with the entities Auditors is NB. This is particularly so with a Public Sector entity. Finally 
internal audit also plays a pivotal role in supplying relevant information to the Audit 
committee and full Board in order for Director's to correctly fulfil their duties. 
Total Responses 16 
Question 10: If you have any additional comments relating to the Delphi study, including this 
questionnaire, then please enter them in the text box below? 
Expert Response 
E08 There's often not a lot of time spent on the financials at board meetings, relative to 
other matters on the agenda.  This often indicates a lack of preparation on the part of 
board members.  The classic is the gentleman who as a wealthy individual would often 
turn up at board meetings - with his envelope of papers that had been posted out to 
him unopened!  He would the waste our time asking questions which if he had done his 
homework would have found the answers were there all along. 
E10 No additional comments to those made in previous answers. 
E12 Looks OK so far? 
E15 There are still two areas that have yet to be harmonised , particularly in the NFP area, 
namely, reporting capital grants as income which is contrary to the principle of 
matching costs with revenue, and the other is whether to consolidate or not. I am 
happy to talk further if you wish 
E16 Great idea/approach! 
E18 I have noted that 2 questions are identical as already noted. The other questions seem 
very vague in my view and do not seem to produce any meaningful outcome. It said it 
would take 30 minutes to complete but it only took 10!  There are a lot of other 
questions I suggest you could have asked to really dig down in this study. Otherwise 
very easy to complete and thanks for the opportunity to do so. 
E20 Important for Directors to have a full understanding of Finance, Audit and Risk and 
provide programs that equip Directors to provide a valuable contribution to all financial 
reports. 
E21 Not at this time! 
E23 It would be interesting to survey the level of "prima facie" literacy on boards, by 
reference to quantifying the number of directors that hold some form of accounting 
qualification. 
Total Responses 9 
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Appendix E: Full list of finance concepts identified by experts in Round One 
Conceptual Framework Ran
k 
No 
experts 
% 
experts 
Theme 
1. Balance sheet 
1 23 82% Financial statements 
2. Income statement 
2 21 75% Financial statements 
3. Assets 
3 19 68% Financial statements 
4. Equity 
4 18 64% Financial statements 
5. Solvency 
4 18 64% Financial judgements 
6. Financial story 
6 16 57% Financial statements 
analysis 
7. Liabilities 
6 16 57% Financial statements 
8. Performance 
8 15 54% Financial judgements 
9. Accounting standards 
8 15 54% Accounting practices 
10. Accrual accounting vs cash accounting 
8 15 54% Accounting practices 
11. Ratios 
11 14 50% Financial statements 
analysis 
12. Trends 
11 14 50% Financial statements 
analysis 
13. Relationships between statements 
13 13 46% Financial reports 
14. Expenses 
13 13 46% Financial statements 
15. Financial governance 
13 13 46% Accounting practices 
16. Variations 
16 12 43% Financial statements 
analysis 
17. Non-current assets 
16 12 43% Financial statements 
18. Cash flow statement 
16 12 43% Financial statements 
19. Financial position 
16 12 43% Financial judgements 
20. Asset valuation 
16 12 43% Accounting practices 
21. Key indicators 
21 11 39% Financial statements 
analysis 
22. Financial sustainability 
21 11 39% Financial judgements 
23. Recognition 
21 11 39% Accounting practices 
24. Profit or Loss 
24 10 36% Financial statements 
25. Financial risk 
24 10 36% Financial judgements 
26. Liquidity 
24 10 36% Financial judgements 
27. External audit 
24 10 36% Accounting practices 
28. Financial reporting quality 
24 10 36% Accounting practices 
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Conceptual Framework Ran
k 
No 
experts 
% 
experts 
Theme 
29. Definitions of statements and elements 
29 9 32% Financial reports 
30. Current liabilities 
29 9 32% Financial statements 
31. Purpose of statements 
31 8 29% Financial reports 
32. Current Assets 
31 8 29% Financial statements 
33. Cash flows 
31 8 29% Financial judgements 
34. Audit opinion 
31 8 29% Accounting practices 
35. Liquidity ratios 
35 7 25% Financial statements 
analysis 
36. Reserves 
35 7 25% Financial statements 
37. Financial instruments 
35 7 25% Financial statements 
38. Materiality 
35 7 25% Accounting practices 
39. Profit vs cash 
39 6 21% Financial reports 
40. Depreciation 
39 6 21% Financial statements 
41. Profitability 
39 6 21% Financial judgements 
42. Bookkeeping and accounting processes 
39 6 21% Accounting practices 
43. Classification 
39 6 21% Accounting practices 
44. Accounts receivable 
44 5 18% Financial statements 
45. Issued capital 
44 5 18% Financial statements 
46. Accounts payable 
44 5 18% Financial statements 
47. Capacity to service debt 
44 5 18% Financial judgements 
48. Reporting entity 
44 5 18% Accounting practices 
49. True and fair view 
44 5 18% Accounting practices 
50. Comparison of budgets vs actuals 
50 4 14% Financial statements 
analysis 
51. Intangibles 
50 4 14% Financial statements 
52. Sinking fund 
50 4 14% Financial statements 
53. Directors' report and declaration 
50 4 14% Financial statements 
54. Audit committee 
50 4 14% Accounting practices 
55. Impairment 
50 4 14% Accounting practices 
56. Impairment testing 
50 4 14% Accounting practices 
57. Consolidated financial statements 
50 4 14% Accounting practices 
58. Financing ratios 
58 3 11% Financial statements 
analysis 
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Conceptual Framework Ran
k 
No 
experts 
% 
experts 
Theme 
59. Profitability ratios 
58 3 11% Financial statements 
analysis 
60. Working capital 
58 3 11% Financial statements 
analysis 
61. Similarities and differences between 
statements 
58 3 11% Financial reports 
62. Accounting equation 
58 3 11% Financial statements 
63. Cash and cash equivalents 
58 3 11% Financial statements 
64. Share-based remuneration 
58 3 11% Financial statements 
65. Derivatives 
58 3 11% Financial statements 
66. Grants 
58 3 11% Financial statements 
67. Notes 
58 3 11% Financial statements 
68. Capacity to pay dividends 
58 3 11% Financial judgements 
69. Accounting for tax 
58 3 11% Accounting practices 
70. Contingent liabilities 
58 3 11% Accounting practices 
71. Internal controls 
58 3 11% Accounting practices 
72. Appropriateness 
58 3 11% Accounting practices 
73. Decision usefulness 
58 3 11% Accounting practices 
74. General vs special purpose financial reports 
58 3 11% Accounting practices 
75. Going concern 
58 3 11% Accounting practices 
76. Fair value 
58 3 11% Accounting practices 
77. Replacement costs 
58 3 11% Accounting practices 
78. Framework for analysis 
78 2 7% Financial statements 
analysis 
79. Current ratio 
78 2 7% Financial statements 
analysis 
80. Market performance ratios 
78 2 7% Financial statements 
analysis 
81. Operating efficiency ratios 
78 2 7% Financial statements 
analysis 
82. Revenue concentration 
78 2 7% Financial statements 
analysis 
83. Capitalisation 
78 2 7% Financial statements 
84. Deferred tax assets 
78 2 7% Financial statements 
85. Property, plant and equipment 
78 2 7% Financial statements 
86. Dividends 
78 2 7% Financial statements 
87. Retained earnings 
78 2 7% Financial statements 
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Conceptual Framework Ran
k 
No 
experts 
% 
experts 
Theme 
88. Provisions 
78 2 7% Financial statements 
89. Tax liabilities 
78 2 7% Financial statements 
90. Cash flow from operating activities 
78 2 7% Financial statements 
91. Cash surplus (deficit) 
78 2 7% Financial statements 
92. Growth 
78 2 7% Financial judgements 
93. Shareholder value 
78 2 7% Financial judgements 
94. Accounting policies 
78 2 7% Accounting practices 
95. Conceptual Framework 
78 2 7% Accounting practices 
96. Reform and harmonisation 
78 2 7% Accounting practices 
97. Actuals vs budgets and forecasts 
78 2 7% Accounting practices 
98. Class of assets 
78 2 7% Accounting practices 
99. Mistatements 
78 2 7% Accounting practices 
100. Relevance 
78 2 7% Accounting practices 
101. General purpose financial statements 
78 2 7% Accounting practices 
102. Historical cost 
78 2 7% Accounting practices 
103. Financial exchange 
78 2 7% Accounting practices 
104. Free cash flow 
104 1 4% Financial statements 
analysis 
105. ROA 
104 1 4% Financial statements 
analysis 
106. ROE 
104 1 4% Financial statements 
analysis 
107. ROI 
104 1 4% Financial statements 
analysis 
108. Limitations of financial reporting 
104 1 4% Financial reports 
109. Cash vs reserves 
104 1 4% Financial reports 
110. Financing vs operating leases 
104 1 4% Financial reports 
111. Profit vs reserves 
104 1 4% Financial reports 
112. Inventories 
104 1 4% Financial statements 
113. Investments 
104 1 4% Financial statements 
114. Convertible notes 
104 1 4% Financial statements 
115. Financial guarantees 
104 1 4% Financial statements 
116. Redeemable preference shares 
104 1 4% Financial statements 
117. Banking covenants 
104 1 4% Financial statements 
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Conceptual Framework Ran
k 
No 
experts 
% 
experts 
Theme 
118. Non-current liabilities 
104 1 4% Financial statements 
119. Cash flow from financing activities 
104 1 4% Financial statements 
120. Cash flow from investing activities 
104 1 4% Financial statements 
121. Amortisation 
104 1 4% Financial statements 
122. Programmed maintenance 
104 1 4% Financial statements 
123. Income 
104 1 4% Financial statements 
124. Cost of sales 
104 1 4% Financial statements 
125. EBITDA 
104 1 4% Financial statements 
126. NPAT 
104 1 4% Financial statements 
127. Accounting information systems 
104 1 4% Accounting practices 
128. Inconsistency of implementation of standards 
104 1 4% Accounting practices 
129. Matching principle 
104 1 4% Accounting practices 
130. Off-balance sheet items 
104 1 4% Accounting practices 
131. Budgeting process 
104 1 4% Accounting practices 
132. Class of financial instruments 
104 1 4% Accounting practices 
133. Conservatism 
104 1 4% Accounting practices 
134. Internal audit 
104 1 4% Accounting practices 
135. Special purpose financial statements 
104 1 4% Accounting practices 
136. Hedge accounting 
104 1 4% Accounting practices 
137. Net realisable value 
104 1 4% Accounting practices 
138. Discounted cash flows 
104 1 4% Accounting practices 
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Appendix F: Round Two questionnaire  
Introduction       
Welcome to the second round of the QUT Delphi study on director financial literacy.     
 
The focus of the Delphi study is to identify the minimum or level of conceptual understanding 
required for directors working in any context to make sense of the financial information contained in 
financial reports.  Our aim for this round is to evaluate the ideas generated from the first round of 
the Delphi study. To do this we will ask you to rate the relative importance of the concepts identified 
in the first round.   
 
To review the contributions made by you or your fellow experts in the first round click on this 
link: Delphi r1 dfl progressive results 20140611.   
 
Your contribution to the Delphi study is appreciated.      
 
Instructions     
We expect it will take up to 30 minutes for you to complete 6 - 12 questions in this 
questionnaire.  This time may be shorter depending on your views and whether you participated in 
the first round of this Study. We recommend that you look over the whole questionnaire before 
responding to specific questions. Doing so should save you time and help you with planning your 
responses.  
 
To look over the whole questionnaire click on the forward arrow button [>>] at the bottom of the 
page until you reach the consent and submission page, which is the final page in this questionnaire. 
Please do not go beyond this page until you are ready to submit your final response.  To go back to 
the beginning of the questionnaire click on the back arrow button [<<] at the bottom of each page 
until you return to this page.         
 
Please draw on your own experiences and views when responding to questions. We encourage you 
to answer all questions, but if you wish to skip any you are free to do so. To save your responses as 
you go simply click on the forward arrow button [>>] at the bottom of the page. To go back and view 
your responses on previous pages click on the back arrow button [<<] at the bottom of each page.     
 
If you have any questions about this questionnaire please contact Jackie Bettington by email 
(j.bettington@qut.edu.au) or phone (+61 432 150 446).          
 
We look forward to receiving your responses by midnight AEST Friday 24 July 2014.    
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What must directors know?      
This part of the Delphi study seeks your feedback on the minimum conceptual understanding 
necessary for a director to be financially literate in the boardroom. Our aim is to establish a baseline 
body of knowledge that all directors must know to contribute to the financial governance of the 
organisation. Five lists of concepts will be presented. They will cover:  
• Financial outcomes (e.g. 'solvency');  
• Preparation and presentation of financial reports (e.g. 'recognition');   
• General aspects of financial reports (e.g. relationships between statements)  
• Items in financial statements (e.g. 'assets'); and   
• Financial ratios and other indicators (e.g. 'current ratio').       
 
You will be asked to identify how important it is for a financially literate director working in any 
context to be able to understand the meaning and application of each concept. You are also 
provided the opportunity to enter and rate your own concepts. The list of concepts have been 
collated from the responses submitted during first round of the Delphi study. A glossary of 
definitions is provided in the document 'Director Financial Literacy - Delphi Study - Glossary'. This 
document was attached to the email invitation for you to participate in this second round of the 
Delphi study and may be viewed from this link:  Node structure report 20140627(Note this is an early 
unedited draft).   
 
Question 1: How important is it for all directors to know the meaning and implications of the 
following financial outcomes?      
 
For each financial outcome listed, you may select one of the following five options.     
• Must know - all directors irrespective of the context in which they work must understand 
the meaning of this concept. Not knowing this concept will impact significantly on a 
director’s ability to perform their most basic duties.  
• Should know - while it is not critical to know, all directors should understand the meaning 
of this concept if they are to perform well as a director.  
• Nice to know - it would be helpful if all directors understood the meaning of this concept, 
but they can get by without knowing this term or its meaning. In other words, not knowing 
this concept will not impact significantly on their performance as a director.  
• Not applicable - where you do not believe this concept is applicable to all directors or for 
director financial literacy. Such concepts may be more relevant in particular industries, 
sectors or jurisdictions, but are not applicable across all boards or for non-financial experts 
to know.  
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• Don’t know - where you are unsure of the meaning or use of this concept in the context of 
director financial literacy.      
 
If you think additional items need to be included, you can enter them into the text boxes at the 
bottom of the list and then select the option that best reflects your views. 
 
 Must know 
(1) 
Should know 
(2) 
Nice to know 
(3) 
Not applicable 
(4) 
Don't know 
(5) 
Capacity to service 
debt (1)           
Financial position 
(2)           
Financial risk (3)           
Financial 
sustainability (4)           
Liquidity (5)           
Profitability (6)           
Solvency (7)           
Enter additional 
item below (8)           
Enter additional 
item below (9)           
 
 
If you have any comments about the relative importance of these or other concepts that directors 
need to know then please enter them into the text box below. 
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Question 2: How important is it for all directors to understand the following aspects of preparing 
and presenting financial reports?      
 
Drag and drop your responses into one of the following 5 boxes.    
•  Must know - all directors irrespective of the context in which they work must understand 
the meaning of this concept. Not knowing this concept will impact significantly on a 
director’s ability to perform their most basic duties.  
• Should know - while it is not critical to know, all directors should understand the meaning 
of this concept if they are to perform well as a director.  
• Nice to know - it would be helpful if all directors understood the meaning of this concept, 
but they can get by without knowing this term or its meaning. In other words, not knowing 
this concept will not impact significantly on their performance as a director.  
• Not applicable - where you do not believe this concept is applicable to all directors or for 
director financial literacy. Such concepts may be more relevant in particular industries, 
sectors or jurisdictions, but are not applicable across all boards or for non-financial experts 
to know.  
• Don’t know - where you are unsure of the meaning or use of this concept in the context of 
director financial literacy.      
 
If you think additional items need to be included, you can enter them into the text boxes at the 
bottom of the list and then drag and drop those items into the appropriate rating box. 
 
Must know Should know Nice to know Not applicable Don't know 
______ Accounting 
for tax (1) 
______ Accounting 
for tax (1) 
______ Accounting 
for tax (1) 
______ Accounting 
for tax (1) 
______ Accounting 
for tax (1) 
______ Accrual 
accounting (2) 
______ Accrual 
accounting (2) 
______ Accrual 
accounting (2) 
______ Accrual 
accounting (2) 
______ Accrual 
accounting (2) 
______ Asset 
valuation (3) 
______ Asset 
valuation (3) 
______ Asset 
valuation (3) 
______ Asset 
valuation (3) 
______ Asset 
valuation (3) 
______ Audit opinion 
(4) 
______ Audit opinion 
(4) 
______ Audit opinion 
(4) 
______ Audit opinion 
(4) 
______ Audit opinion 
(4) 
______ Classification 
(5) 
______ Classification 
(5) 
______ Classification 
(5) 
______ Classification 
(5) 
______ Classification 
(5) 
______ Capitalisation 
(6) 
______ Capitalisation 
(6) 
______ Capitalisation 
(6) 
______ Capitalisation 
(6) 
______ Capitalisation 
(6) 
______ Consolidation 
(7) 
______ Consolidation 
(7) 
______ Consolidation 
(7) 
______ Consolidation 
(7) 
______ Consolidation 
(7) 
______ Contingent 
liabilities (8) 
______ Contingent 
liabilities (8) 
______ Contingent 
liabilities (8) 
______ Contingent 
liabilities (8) 
______ Contingent 
liabilities (8) 
______ Decision 
usefulness of financial 
information (9) 
______ Decision 
usefulness of financial 
information (9) 
______ Decision 
usefulness of financial 
information (9) 
______ Decision 
usefulness of financial 
information (9) 
______ Decision 
usefulness of financial 
information (9) 
______ Double-entry 
bookkeeping (10) 
______ Double-entry 
bookkeeping (10) 
______ Double-entry 
bookkeeping (10) 
______ Double-entry 
bookkeeping (10) 
______ Double-entry 
bookkeeping (10) 
______ External 
accounting standards 
______ External 
accounting standards 
(11) 
______ External 
accounting standards 
(11) 
______ External 
accounting standards 
(11) 
______ External 
accounting standards 
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Must know Should know Nice to know Not applicable Don't know 
(11) (11) 
______ Fair value (12) ______ Fair value (12) ______ Fair value (12) ______ Fair value (12) 
______ Fair value (12) 
______ Financial 
reporting quality (13) 
______ Financial 
reporting quality (13) 
______ Financial 
reporting quality (13) 
______ Financial 
reporting quality (13) 
______ Financial 
reporting quality (13) 
______ Financial 
misstatement (14) 
______ Financial 
misstatement (14) 
______ Financial 
misstatement (14) 
______ Financial 
misstatement (14) 
______ Financial 
misstatement (14) 
______ Historical cost 
(15) 
______ Historical cost 
(15) 
______ Historical cost 
(15) 
______ Historical cost 
(15) 
______ Historical cost 
(15) 
______ 'Going 
concern' assumption 
(16) 
______ 'Going 
concern' assumption 
(16) 
______ 'Going 
concern' assumption 
(16) 
______ 'Going 
concern' assumption 
(16) 
______ 'Going 
concern' assumption 
(16) 
______ Impairment 
(17) 
______ Impairment 
(17) 
______ Impairment 
(17) 
______ Impairment 
(17) 
______ Impairment 
(17) 
______ Internal 
controls (18) 
______ Internal 
controls (18) 
______ Internal 
controls (18) 
______ Internal 
controls (18) 
______ Internal 
controls (18) 
______ Matching 
principle (19) 
______ Matching 
principle (19) 
______ Matching 
principle (19) 
______ Matching 
principle (19) 
______ Matching 
principle (19) 
______ Materiality 
(20) 
______ Materiality 
(20) 
______ Materiality 
(20) 
______ Materiality 
(20) 
______ Materiality 
(20) 
______ Off-balance 
sheet items (21) 
______ Off-balance 
sheet items (21) 
______ Off-balance 
sheet items (21) 
______ Off-balance 
sheet items (21) 
______ Off-balance 
sheet items (21) 
______ Purpose and 
differences between 
general and special 
purpose financial 
statements (22) 
______ Purpose and 
differences between 
general and special 
purpose financial 
statements (22) 
______ Purpose and 
differences between 
general and special 
purpose financial 
statements (22) 
______ Purpose and 
differences between 
general and special 
purpose financial 
statements (22) 
______ Purpose and 
differences between 
general and special 
purpose financial 
statements (22) 
______ Recognition 
(23) 
______ Recognition 
(23) 
______ Recognition 
(23) 
______ Recognition 
(23) 
______ Recognition 
(23) 
______ Reporting 
entity (24) 
______ Reporting 
entity (24) 
______ Reporting 
entity (24) 
______ Reporting 
entity (24) 
______ Reporting 
entity (24) 
______ Time value of 
money (25) 
______ Time value of 
money (25) 
______ Time value of 
money (25) 
______ Time value of 
money (25) 
______ Time value of 
money (25) 
______ Enter 
additional item below 
(26) 
______ Enter 
additional item below 
(26) 
______ Enter 
additional item below 
(26) 
______ Enter 
additional item below 
(26) 
______ Enter 
additional item below 
(26) 
______ Enter 
additional item below 
(27) 
______ Enter 
additional item below 
(27) 
______ Enter 
additional item below 
(27) 
______ Enter 
additional item below 
(27) 
______ Enter 
additional item below 
(27) 
______ Enter 
additional item below 
(28) 
______ Enter 
additional item below 
(28) 
______ Enter 
additional item below 
(28) 
______ Enter 
additional item below 
(28) 
______ Enter 
additional item below 
(28) 
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If you have any comments about the relative importance of these or other concepts that directors 
need to know then please enter them into the text box below. 
 
Question 3: How important is it for all directors to know the following aspects of financial reports?    
 
Note: The next question will covers more specific elements or items contained in the financial 
statements.    
  
For each aspect listed, you may select one of the following five options. 
Must know - all directors irrespective of the context in which they work must understand the 
meaning of this concept. Not knowing this concept will impact significantly on a director’s ability to 
perform their most basic duties.  
Should know - while it is not critical to know, all directors should understand the meaning of this 
concept if they are to perform well as a director.  
Nice to know - it would be helpful if all directors understood the meaning of this concept, but they 
can get by without knowing this term or its meaning. In other words, not knowing this concept will 
not impact significantly on their performance as a director.  
Not applicable - where you do not believe this concept is applicable to all directors or for director 
financial literacy. Such concepts may be more relevant in particular industries, sectors or 
jurisdictions, but are not applicable across all boards or for non-financial experts to know.  
Don’t know - where you are unsure of the meaning or use of this concept in the context of director 
financial literacy.      
 
If you think additional items need to be included, you can enter them into the text boxes at the 
bottom of the list and then select the option that best reflects your views. 
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 Should know 
(1) 
Nice to know 
(1) 
Not applicable 
(1) 
Don't know 
(1) 
Must know 
(1) 
The accounting 
equation (1)           
The purpose of 
the balance sheet 
(2) 
          
The purpose of 
the income 
statement (3) 
          
The purpose of 
the cash flow 
statement (4) 
          
The purpose of 
the statement of 
changes in equity 
(5) 
          
The relationships 
between the 
financial 
statements (6) 
          
The purpose of 
'Notes' (7)           
The relationship 
between the 
'Notes and the 
financial 
statements (8) 
          
The purpose of 
the Directors' 
declaration (9) 
          
The limitations of 
financial 
statements (10) 
          
The meaning of 
'true and fair view' 
(11) 
          
Enter additional 
item below (12)           
Enter additional 
item below (13)           
 
 
If you have any comments about the relative importance of these or other concepts that directors 
need to know then please enter them into the text box below. 
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Question 4: How important is it for all directors to know the meaning of the following items found 
in the following financial statements:  
 
• Balance sheet;  
• Cash flow statement;  
• Income statement or profit and loss statement; and  
• Statement of changes in equity?   
Drag and drop your responses into one of the following 5 boxes.    
 
• Must know - all directors irrespective of the context in which they work must understand 
the meaning of this concept. Not knowing this concept will impact significantly on a 
director’s ability to perform their most basic duties.  
• Should know - while it is not critical to know, all directors should understand the meaning 
of this concept if they are to perform well as a director.  
• Nice to know - it would be helpful if all directors understood the meaning of this concept, 
but they can get by without knowing this term or its meaning. In other words, not knowing 
this concept will not impact significantly on their performance as a director.  
• Not applicable - where you do not believe this concept is applicable to all directors or for 
director financial literacy. Such concepts may be more relevant in particular industries, 
directors or jurisdictions, but are not applicable across all boards or for non-financial 
experts to know.  
• Don’t know - where you are unsure of the meaning or use of this concept in the context of 
director financial literacy.      
 
If you think additional items need to be included, you can enter them into the text boxes at the 
bottom of the list and then drag and drop those items into the appropriate rating box. 
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Must know Should know Nice to know Not applicable Don't know 
______ Accounts 
payable (1) 
______ Accounts 
payable (1) 
______ Accounts 
payable (1) 
______ Accounts 
payable (1) 
______ Accounts 
payable (1) 
______ Accounts 
receivable (2) 
______ Accounts 
receivable (2) 
______ Accounts 
receivable (2) 
______ Accounts 
receivable (2) 
______ Accounts 
receivable (2) 
______ Assets (3) ______ Assets (3) ______ Assets (3) ______ Assets (3) ______ Assets (3) 
______ Cash and cash 
equivalents (4) 
______ Cash and cash 
equivalents (4) 
______ Cash and cash 
equivalents (4) 
______ Cash and cash 
equivalents (4) 
______ Cash and cash 
equivalents (4) 
______ Cash at the 
bank (5) 
______ Cash at the 
bank (5) 
______ Cash at the 
bank (5) 
______ Cash at the 
bank (5) 
______ Cash at the 
bank (5) 
______ Cash flow 
from financing 
activities (6) 
______ Cash flow 
from financing 
activities (6) 
______ Cash flow 
from financing 
activities (6) 
______ Cash flow 
from financing 
activities (6) 
______ Cash flow 
from financing 
activities (6) 
______ Cash flow 
from operating 
activities (7) 
______ Cash flow 
from operating 
activities (7) 
______ Cash flow 
from operating 
activities (7) 
______ Cash flow 
from operating 
activities (7) 
______ Cash flow 
from operating 
activities (7) 
______ Cash flow 
from investing 
activities (8) 
______ Cash flow 
from investing 
activities (8) 
______ Cash flow 
from investing 
activities (8) 
______ Cash flow 
from investing 
activities (8) 
______ Cash flow 
from investing 
activities (8) 
______ Current assets 
(9) 
______ Current assets 
(9) 
______ Current assets 
(9) 
______ Current assets 
(9) 
______ Current assets 
(9) 
______ Current 
liabilities (10) 
______ Current 
liabilities (10) 
______ Current 
liabilities (10) 
______ Current 
liabilities (10) 
______ Current 
liabilities (10) 
______ Cash flow (11) ______ Cash flow (11) ______ Cash flow (11) ______ Cash flow (11) ______ Cash flow (11) 
______ Depreciation 
(12) 
______ Depreciation 
(12) 
______ Depreciation 
(12) 
______ Depreciation 
(12) 
______ Depreciation 
(12) 
______ Derivatives 
(13) 
______ Derivatives 
(13) 
______ Derivatives 
(13) 
______ Derivatives 
(13) 
______ Derivatives 
(13) 
______ Dividends (14) ______ Dividends (14) ______ Dividends (14) ______ Dividends (14) ______ Dividends (14) 
______ Earnings 
Before Interest and 
Tax(EBIT) (15) 
______ Earnings 
Before Interest and 
Tax(EBIT) (15) 
______ Earnings 
Before Interest and 
Tax(EBIT) (15) 
______ Earnings 
Before Interest and 
Tax(EBIT) (15) 
______ Earnings 
Before Interest and 
Tax(EBIT) (15) 
______ Earnings 
Before Interest, Tax, 
Depreciation and 
Amortisation (EBITDA) 
(16) 
______ Earnings 
Before Interest, Tax, 
Depreciation and 
Amortisation (EBITDA) 
(16) 
______ Earnings 
Before Interest, Tax, 
Depreciation and 
Amortisation (EBITDA) 
(16) 
______ Earnings 
Before Interest, Tax, 
Depreciation and 
Amortisation (EBITDA) 
(16) 
______ Earnings 
Before Interest, Tax, 
Depreciation and 
Amortisation (EBITDA) 
(16) 
______ Earnings 
Before Tax (EBT) (17) 
______ Earnings 
Before Tax (EBT) (17) 
______ Earnings 
Before Tax (EBT) (17) 
______ Earnings 
Before Tax (EBT) (17) 
______ Earnings 
Before Tax (EBT) (17) 
______ Equity (18) ______ Equity (18) ______ Equity (18) ______ Equity (18) ______ Equity (18) 
______ Expenses (19) ______ Expenses (19) ______ Expenses (19) ______ Expenses (19) ______ Expenses (19) 
______ Financial 
instruments (20) 
______ Financial 
instruments (20) 
______ Financial 
instruments (20) 
______ Financial 
instruments (20) 
______ Financial 
instruments (20) 
______ Grants (21) ______ Grants (21) ______ Grants (21) ______ Grants (21) ______ Grants (21) 
______ Income (22) ______ Income (22) ______ Income (22) ______ Income (22) ______ Income (22) 
______ Intangible 
assets (23) 
______ Intangible 
assets (23) 
______ Intangible 
assets (23) 
______ Intangible 
assets (23) 
______ Intangible 
assets (23) 
______ Issued capital 
(24) 
______ Issued capital 
(24) 
______ Issued capital 
(24) 
______ Issued capital 
(24) 
______ Issued capital 
(24) 
______ Leases (25) ______ Leases (25) ______ Leases (25) ______ Leases (25) ______ Leases (25) 
______ Liabilities (26) ______ Liabilities (26) ______ Liabilities (26) ______ Liabilities (26) ______ Liabilities (26) 
______ Net profit 
after tax (NPAT) (27) 
______ Net profit 
after tax (NPAT) (27) 
______ Net profit 
after tax (NPAT) (27) 
______ Net profit 
after tax (NPAT) (27) 
______ Net profit 
after tax (NPAT) (27) 
______ Non-current 
assets (28) 
______ Non-current 
assets (28) 
______ Non-current 
assets (28) 
______ Non-current 
assets (28) 
______ Non-current 
assets (28) 
______ Non-current 
liabilities (29) 
______ Non-current 
liabilities (29) 
______ Non-current 
liabilities (29) 
______ Non-current 
liabilities (29) 
______ Non-current 
liabilities (29) 
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Must know Should know Nice to know Not applicable Don't know 
______ Operating 
cash flow surplus (30) 
______ Operating 
cash flow surplus (30) 
______ Operating 
cash flow surplus (30) 
______ Operating 
cash flow surplus (30) 
______ Operating 
cash flow surplus (30) 
______ Profit/Loss 
(31) 
______ Profit/Loss 
(31) 
______ Profit/Loss 
(31) 
______ Profit/Loss 
(31) 
______ Profit/Loss 
(31) 
______ Provisions 
(32) 
______ Provisions 
(32) 
______ Provisions 
(32) 
______ Provisions 
(32) 
______ Provisions 
(32) 
______ Reserves (33) ______ Reserves (33) ______ Reserves (33) ______ Reserves (33) ______ Reserves (33) 
______ Retained 
earnings (34) 
______ Retained 
earnings (34) 
______ Retained 
earnings (34) 
______ Retained 
earnings (34) 
______ Retained 
earnings (34) 
______ Share-based 
remuneration (35) 
______ Share-based 
remuneration (35) 
______ Share-based 
remuneration (35) 
______ Share-based 
remuneration (35) 
______ Share-based 
remuneration (35) 
______ Sinking fund 
(36) 
______ Sinking fund 
(36) 
______ Sinking fund 
(36) 
______ Sinking fund 
(36) 
______ Sinking fund 
(36) 
______ Tax assets 
(37) 
______ Tax assets 
(37) 
______ Tax assets 
(37) 
______ Tax assets 
(37) 
______ Tax assets 
(37) 
______ Tax liabilities 
(38) 
______ Tax liabilities 
(38) 
______ Tax liabilities 
(38) 
______ Tax liabilities 
(38) 
______ Tax liabilities 
(38) 
______ Enter 
additional item below 
(39) 
______ Enter 
additional item below 
(39) 
______ Enter 
additional item below 
(39) 
______ Enter 
additional item below 
(39) 
______ Enter 
additional item below 
(39) 
______ Enter 
additional item below 
(40) 
______ Enter 
additional item below 
(40) 
______ Enter 
additional item below 
(40) 
______ Enter 
additional item below 
(40) 
______ Enter 
additional item below 
(40) 
______ Enter 
additional item below 
(41) 
______ Enter 
additional item below 
(41) 
______ Enter 
additional item below 
(41) 
______ Enter 
additional item below 
(41) 
______ Enter 
additional item below 
(41) 
______ Enter 
additional item below 
(42) 
______ Enter 
additional item below 
(42) 
______ Enter 
additional item below 
(42) 
______ Enter 
additional item below 
(42) 
______ Enter 
additional item below 
(42) 
 
 
If you have any comments about the relative importance of these or other concepts that directors 
need to know then please enter them into the text box below. 
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Question 5: How important is it for all directors to be able to understand or calculate the indicators 
of financial health listed below?          
 
For each financial outcome listed, you may select one of the following five options 
• Must know - all directors irrespective of the context in which they work must understand the 
meaning and use of this indicator for forming judgements about the organisation they govern. 
Not knowing the meaning, purpose and use of this indicator will impact significantly on a 
director&#39;s ability to perform their most basic duties.  
• Should know - while it is not critical to understand the meaning, purpose and use of this 
indicator, to perform well all directors should have this knowledge.  
• Nice to know - it would be helpful if all directors understood the meaning, purpose and 
application of this indicator, but they can get by without knowing about this ratio or using it 
when forming judgements. In other words, not knowing about the meaning, purpose and use of 
this indicator will not impact significantly on their performance as a director.  
• Not applicable - where you do not believe knowing about or understanding this indicator is 
applicable to all directors or for director financial literacy.  
• Don’t know - where you are unsure of the meaning or use of this indicator in the context of 
director financial literacy.       
 
If you think additional items need to be included, you can enter them into the text boxes at the 
bottom of the list and then drag and drop those items into the appropriate rating box. 
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 Must know 
(1) 
Should know 
(2) 
Nice to know 
(3) 
Not applicable 
(4) 
Don't know 
(5) 
Cash gross margin 
(1)           
Current ratio (2)           
Days creditors (3)           
Days inventory (4)           
Days receivable (5)           
Debt to equity (6)           
Debt to worth (7)           
EBIT margin (8)           
Gross profit 
margin (9)           
Interest cover (10)           
Quick ratio (11)           
Return on 
investment (12)           
Return on equity 
(13)           
Sales to assets 
(14)           
Working capital 
(15)           
Enter additional 
item below (16)           
Enter additional 
item below (17)           
Enter additional 
item below (18)           
 
If you have any comments about the relative importance of these or other concepts that directors 
need to know then please enter them into the text box below. 
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About You   
Question 6: Did you participate in the first round of this Delphi Study? 
 
 Yes - you will go to question 11 as you have already answered these questions during Round 1. 
(1) 
 No (2) 
 
Questions 7 – 10 are to be completed by those who did not participate in Round 1. 
 
The following set of multiple choice questions seek some basic information about your professional 
perspective and experience. We will use this information to analyse the results from this round of 
the Delphi study. Our analysis will be included in the feedback we will send to all panellists in the 
second round.  We encourage you to answer each question, but you are free to skip any. 
 
Question 7: Which of the following groups describes your expertise?      
 
Please select all options that apply to you.        
• A practising accounting professional has formal post-graduate qualifications in 
accounting and experience as a practitioner or advisor in accounting, auditing or 
finance.   
• A practising board director has served on at least three boards within the past 10 years.   
• An educator has experience in developing, delivering, assessing, evaluating or 
reviewing formal and informal accounting or director education. Includes consultants, 
advisors and trainers in director and board education. 
•  
 Practising accounting professional (1) 
 Practising board director (2) 
 An educator (3) 
 Other (please specify below) (4) ____________________ 
 
Question 8: Which one of the following groups most accurately describes your expertise?      
 
Only one option may be selected from this list.        
• A practising accounting professional has formal post-graduate qualifications in 
accounting and experience as a practitioner or advisor in accounting, auditing or 
finance.   
• A practising board director has served on at least three boards within the past 10 years.   
• An educator has experience in developing, delivering, assessing, evaluating or 
reviewing formal and informal accounting or director education. Includes consultants, 
advisors and trainers in director and board education. 
 
 Practising accounting professional (1) 
 Practising board director (2) 
 An educator (3) 
 Other (please specify below) (4) ____________________ 
 
Question 9: In which sectors have you worked as either as an accounting professional, a board 
director or an educator? Please select all options that apply to you. 
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 For-profit (1) 
 Nonprofit (2) 
 Public sector (government) (3) 
 
Question 10: In which sector have you worked the most as either an accounting professional, a 
board director or an educator?      
 
You may select only one response. 
 For-profit (1) 
 Nonprofit (2) 
 Public sector (government) (3) 
 
Additional comments 
 
Question 11: If you have any additional comments relating to director financial literacy, then 
please enter them in the text box below? 
 
 
Question 12: If you have any additional comments relating to the Delphi study, including this 
questionnaire, then please enter them in the text box below? 
 
Consent     
I understand my right to choose whether to participate in this study and that the information I 
submit will be handled confidentially. I give my consent for the use of the data I submit for the 
purpose of developing a test for director financial literacy and related publications. 
 Yes (1) 
 No (2) 
 
Submission   
To go back review your responses click on the back arrow button [<<] at the bottom of the page.  To 
submit your responses click on the forward arrow button [>>] at the bottom of the page. You will not 
be able to access your responses after you submit this questionnaire, i.e. click on  [>>]. 
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Appendix G: Glossary 
QUT Delphi Study on Director Financial Literacy: Questionnaire 2 
glossary of terms 
Introduction 
This document provides descriptions and explanations of the key concepts included in the Round 
two questionnaire for the QUT Delphi study on director financial literacy. The concepts are 
presented in the order in which they appear in questionnaire.  
Minimum conceptual knowledge 
For the purposes of this Delphi study, the ‘minimum conceptual knowledge for director financial 
literacy’ is the foundation level of conceptual understanding required for each individual novice 
director without a background in accounting or finance to:  
1. Comprehend the financial information contained in standard financial reports and 
statements;  
2. Form an independent opinion on financial matters;  
3. Constructively contribute to discussions and decisions relating to financial reports and 
statements at board meetings; and 
4. Form an independent opinion about the quality of financial reports and statements prior to 
approving them. 
Depending on the particular concept, this knowledge may include: 
• Recognising a concept and being able to express in his or how own words what it means 
(e.g. recognising which of the statements is the income statement and being able to explain 
that it is the financial statement that shows the operational financial performance of an 
organisation over a specified period); 
• Knowing the purpose of a concept and how it is connected to others and a broader 
framework (e.g. knowing what is in an income statement and knowing how the 
components fit together to represent the financial performance of an organisation over a 
period and how profit or loss relates to reserves in the balance sheet or statement of 
financial position); 
• Knowing how and why something is done, but not necessarily being able to do it (e.g. 
broadly knowing why and how external audits are conducted but not knowing the specific 
details of how to conduct an audit). 
• Knowing the strategic implications of the financial information presented (e.g. a loss 
means the organisation may be running down its reserves, or that successive negative cash 
flows is an indicator there may be problems with liquidity and solvency). 
  
 Appendices 303 
Question 1 concepts 
Concept Description 
Capacity to service debt 
The capacity of the organisation to pay debts, including interest, fees and other costs 
associated with debt. It is the extent to which an entity can sustain its operations and 
pay its debts. It may be monitored and assessed using the Interest cover ratio. 
Financial position 
The balance sheet represents the organisation’s financial position. It is formally defined 
as follows: 
• ‘The relationship of the assets, liabilities and equity of an entity as reported 
in the balance sheet [statement of financial position].' F.47 and AASB101.54.  
• 'The economic condition of a reporting entity, having regard to its control 
over resources, financial structure, capacity for adaptation and solvency.' 
SAC 2.5  
Financial risk 
'The variability of returns from a business as a result of the mix of finance used to fund 
investments.' Carnegie et al. (1999, p.974). 
'The risk of a possible future change in one or more of a specified interest rate, financial 
instrument price, commodity price, foreign exchange rate, index of prices or rates, 
credit rating or credit index or other variable, provided in the case of a non-financial 
variable that the variable is not specific to a party to the contract.' AASB4.A, AASB 
1023.19.1, and AASB 1038.20.1. 
Financial sustainability 
Organisational viability and survival beyond current and next financial year. It is about 
achieving financial stability. In the for-profit context is a' competitive advantage that 
leads to superior financial performance, ensuring organizational survival and growth.' In 
the non-profit context it is ‘being able to survive so that it can continue to serve its 
constituency.' Weerawardena et al. (2009) 
Liquidity 
The availability of cash in the near future after taking account of financial commitments 
over the period. AASB F.16 
Profitability 
The extent to which a Profit/Loss is generated by the organisation. It is the income 
earning capacity of the organisation. It includes how profit from operations relates to 
the return on equity and assets as determined by the relevant ratios (e.g. Return on 
equity or ROE, Return on assets or ROA, Net profit after tax (NPAT), Gross profit margin, 
and Cash gross margin. Based on Greig et al 2008. 
Solvency 
The availability of cash over the longer term to meet financial commitments as they fall 
due. AASB F.16 
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Accounting policies 
The specific principles, bases, conventions, rules and practices 
applied by an entity when preparing and presenting financial 
statements. Policies may cover, for example, valuation methods for 
assets. 
Accounting standards 
External standards developed and issued by official standard setting 
bodies such as the AASB and IASB to facilitate consistent and 
comparable financial information across organisations, sectors and 
jurisdictions. AASB 108.5.  
Accrual accounting 
Accrual accounting applies the matching principle to match the 
income earned against the expenses incurred to earn the income. 
Income is recorded or recognized (recognition) as it is earned (when 
the invoice is issued) and when the expense is incurred. Accrual 
accounting provides an accurate view of profitability. Based on 
Westpac, 2010, pp. 16-17. 
Asset valuation 
Methods applied to determine the dollar value of non-current 
assets less depreciation. 
Audit opinion 
The outcome of an external audit in which auditors apply 
professional auditing standards that allow them to form a valid 
opinion on the truth and fairness of the financial statements 
presented by the directors and management. The audit opinion is 
not a declaration or guarantee of solvency. Includes qualified audits. 
Capitalisation 
'Recognising a cost as part of the cost of an asset.' AASB 123.9 It is a 
type of deferred expense that is added to the cost of non-current 
asset. 
Classification of items 
Using rules and criteria to assign financial transactions to specific 
accounts. Includes determining whether an item should be 
recognised as an asset or an expense or whether an item is a 
current or non-current liability. 
Consolidation 
'The financial statements of a group presented as those of a single 
economic entity.' AASB 127.4 (2008). Consolidation is the 
aggregation of the parent entity and its subsidiaries. Consolidated 
statements show the relationship with the world beyond the group 
not within the group. For example the assets of all entities are 
aggregated into a group view of assets and transactions between 
entities are not shown. 
Contingent liabilities 
‘A possible obligation that arises from past events and whose 
existence will be confirmed only by the occurrence or non-
occurrence of one or more uncertain future events not wholly 
within the control of the entity; or a present obligation that arises 
from past events but it is not recognised because it is possible that 
an outflow of resources embodying economic benefits will be 
required to settle the obligation; or the amount of the obligation 
cannot be measured with sufficient reliability.' AASB 137.10. 
Decision usefulness of financial information 
How readily others, particular those external to the organization, 
may interpret and use the information contained in financial reports 
to make decisions (e.g. to invest, donate or enter into a business 
relationship). 
Discounted cash flows 
A technique that allows cash inflows and outflows to be received 
and paid in the future years to be restated in comparable present 
value terms by discounting them to take into account changes in the 
value of money over time. There are two main methods used - the 
internal rate of return (IRR) and net present value (NPV). Based on 
Carnegie et al. (1999). 
Double-entry bookkeeping 
Broadly understanding how and why transactions are recorded 
using double-entry bookkeeping and how those figures and items 
are transferred to elements in the financial statements. 
Fair value 
Based on the market value between willing and informed purchaser 
and seller. Assets valued at fair value must be regularly (usually 
annually) revalued at fair value. Non-current assets valued at fair 
value are not usually subject to impairment testing as the 
determination of current value will include consideration of 
impairment. Fair value is also known as (aka) ‘market value’. Source 
AICD FI4D 2010/11. 
Financial misstatement 
Differences between the reported figures and what should be 
reported to show a true and fair view of the entity's finances. 
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Financial reporting quality 
The qualitative characteristics of financial reports that facilitates the 
user's evaluation of whether the reports present a true and fair view 
of the entity's finances. 
Going concern assumption 
The assumption that the entity's life will continue beyond the 
current period. 
Also known as the as the 'continuity assumption'. 
‘Statements are prepared on a going concern basis unless 
management either intends to liquidate the entity or to cease 
trading, or has no realistic alternative but to do so.' AASB 101.25; 
F.23.  
If the entity’s life is not expected to continue the accounts are 
prepared on the basis of restriction on turnover of its assets and 
liabilities e.g. fire sale value of assets.  
Historical cost 
Where the value of assets are recorded at the amount paid or the 
fair value of the consideration given at the time the assets were 
acquired by the entity. Based on F.100 (a). 
Impairment 
An asset is impaired when the recoverable amount is less than the 
carrying amount or book value of the asset. The recoverable 
amount is the higher of either the value from selling the asset (less 
cost of sales) or keeping the asset (not selling it). Most assets need 
to be tested for impairment. 
Internal controls 
Internal controls ensure the financial story is complete and 
accurate. They are mechanisms established within an entity to 
ensure the integrity of financial information and processes. Internal 
controls are applied to individual transactions and broader 
processes. A responsibility of directors is to ensure that internal 
controls adequately safeguard the reliability, consistency, relevance, 
accuracy and authenticity of financial data. Internal controls include, 
for example, the segregation of duties and the reconciliation of 
accounts.  
Matching principle 
Involves matching revenue as earned and expenses as they are 
incurred. Matching is a process ensuring that all accrued income 
and expenses are recorded in the appropriate accounting period.  
Materiality 
The size and nature of some transactions can distort the ongoing 
bottom line and may legitimately be excluded from the statements 
but still need to be disclosed through other means such as in the 
Notes to the financial statements.  
'When items of income and expenses are material, their nature and 
amount shall be disclosed separately.' AASB 101 (86).  
'Information is material if its omission or misstatement could 
influence the economic decisions of users taken on the basis of the 
financial statements.'  F.30  
Also known as 'unusual items', 'material items' and 'significant 
items',  
Off-balance sheet items 
Liabilities and associated assets not recorded on the balance sheet, 
owing to their accounting recognition. This recognition is based on 
the underlying substance of the situation as allowed by external 
accounting standards and the accounting principle of 'substance 
over form'. Examples of where off-balance sheet issues may occur 
include leases, securitisation and consolidation. Based on AICD FI4D 
2010/11. 
Purpose and differences between general purpose 
and special purpose financial statements 
General purpose reports are designed to meet a range of 
stakeholders' or users' needs with their content, structure and 
presentation codified by external accounting standards and 
mandated for reporting entities and some other entities. Special 
purpose reports are designed to meet the needs of specific users 
who are able to command (or demand) the preparation of reports 
(e.g. management and the board for board meetings). 
Recognition 
Applying criteria from external accounting standards to determine 
when assets, liabilities, income and expenses should be brought into 
the accounts or reported in the financial statements. For example, 
recognizing income occurs where although the cash may not have 
been received, the organization records the fact that from an 
accrual accounting perspective income has been earned and, 
therefore, appears in the financial statements. 
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Reporting entity 
Reporting entities required under the Corporations Act and other 
statutes to prepare general purpose financial statements that 
comply with Accounting Standards issued by official standard 
setting bodies. Other entities are also required to produce special 
purpose reports that comply with relevant external accounting 
standards. Reporting entities include public companies, large 
proprietary companies, government entities, superannuation funds 
and legal entities offering securities. 
Tax accounting 
Includes accounting for income tax and how it is to be treated in the 
financial statements. Accounting for income tax divides the 
differences between accounting profit and taxable income into two 
kinds - permanent and temporary. See AASB 112 for more details. 
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The accounting equation 
The balance sheet is the practical representation of the accounting 
equation. The accounting equation is: Assets = liabilities + equity; or Equity = 
Assets – Liabilities. 
The limitations of financial statements 
Understanding the underlying weaknesses in the content, preparation and 
presentation of financial statements that users need to know so they can 
make informed decisions using the financial information contained within 
reports. This includes knowing, for example, that financial statements focus 
on past performance. 
The meaning of ‘true and fair’ 
Not defined in the statutes but defined in the courts as being compliant 
with external accounting standards. 'The financial report may be true from 
an accounting standard, but not necessarily true in fact...' Deegan, Kent and 
Lim (1994, p. 5) in AICD intro to FI4D 2010/11. 
The purpose of ‘Notes’ 
Understanding that the notes form part of the financial statements and 
provide additional information to what is contained in the financial 
statements. The four financial statements provide summarised information 
about the entity's finances. The notes expand on the statements by 
providing further information not included in the four financial statements. 
They provide explanations and details that add meaning where users wish 
to form a deeper understanding of the entity's finances. 
The purpose of financial statements 
Understanding that the intended purpose of financial statements is to 
provide information about the financial position, financial performance and 
cash flows of an entity that is useful to users in making economic decisions. 
Financial statements also show the results of the board's and 
management's stewardship of the entity's resources. This information 
assists users with predicting the entity's future cash flows, performance and 
position. Based on AASB101 (9). 
The purpose of the balance sheet 
Understanding that the intended purpose of the balance sheet is to provide 
a snapshot of the financial position of an entity at a specific point in time 
(e.g. at the end of the month, quarter or financial year). It lists the entity's 
assets (what's owned and controlled), liabilities (what is owed) and the 
outcome of either (net assets or equity).  
The balance sheet is the practical representation of the accounting equation 
of assets - liabilities = net assets. 
The balance sheet is also known as the statement of financial position. 
The purpose of the cash flow statement 
Understanding that the intended purpose of the cash flow statement is to 
summarise the flow of cash through the entity's bank accounts. Cash flow 
statements reflect the liquidity of the entity. They report cash payments 
made and received by the entity over the same period as the other 
statements. Based on Westpac 2010, p14-15. See AASB 107. 
The purpose of the Directors’ declaration 
Understanding that the intended purpose of the directors’ report and 
declaration is to provide a descriptive overview of the entity’s finances in 
the reporting period and make declarations about the integrity and 
reliability of the information contained in the financial reports.  
The descriptive overview provides a strategic summary of the operations, 
activities, performance and significant events included in financial reports.  
The directors’ declaration involves the board of directors collectively 
declaring that the financial statements and notes comply with the 
applicable accounting standards; the financial statements give a ‘true and 
fair view’ of the financial position and performance of the entity; and there 
are reasonable grounds to believe the entity/parent entity is and will remain 
solvent. Additional declarations by the chief executive officer (CEO) and 
chief financial officer (CFO) apply to some entities. 
The purpose of the income statement 
Understanding that the intended purpose of the income statement is to 
show the operating performance of an entity over a period. It records the 
money coming in and going out of the entity and the residual amount 
between the two (surplus or profit; or deficit or loss). It provides a summary 
of the revenue and expenses from the first to the last day of the reporting 
period (e.g. month, quarter or year). It also shows the profit/loss before and 
after tax.  
The income statement is summarized in the formula Income - Expenses = 
profit or loss (I-E=P/L). 
The income statement is also known as the 'statement of financial 
performance'; 'profit and loss statement'; 'operating statement' and 
'statement of income and expenditure'. 
The purpose of the statement of changes in 
Understanding that the intended purpose of this statement is to show 
movements in the components of equity over a period. 
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equity 
The relationship between the ‘Notes’ and 
the financial statements 
Understanding that the information contained in the notes expands on and 
explains the financial information contained in the financial statements. 
The relationships between financial 
statements 
The relationships between items across financial statements. For example, 
profit in the income statement is also the retained earnings in the balance 
sheet; and recording an item as an asset in the balance sheet means that it 
can’t also be included as an expense in the income statement and vice 
versa. 
 
Question 4 concepts  
Concept Description 
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Accounts payable 
The amounts owed to the entity that has been invoiced but not yet paid. 
Also known as 'trade and other payables'; 'payables'; and 'creditors'. 
Accounts receivable 
The invoices issued by the entity for amounts owed to it by other parties. 
Also known as 'trade and other receivables'; 'receivables'; or 'debtors'. 
Amortisation 
Intangible assets with a limited life are amortised. Intangible assets such as 
patents that have a limited legal life are amortised over the maximum legal 
life of the asset. Amortisation is to intangible assets what depreciation is to 
tangible assets such as buildings and equipment. 
Assets 
A 'resource controlled by the entity as a result of past events and from which 
future economic benefits are expected to flow to the entity' (para 49 (a) AASB 
Framework, 2009).  
'Future economic benefits (or resources) controlled by the entity as a result of 
past transactions. Assets are essentially anything owned by the entity that is 
valuable and contributes to revenue generation' (Marsden, 2011).  
Assets are something you own, can keep and use or sell which will produce 
value for the entity in the future. 
Cash and cash equivalents 
'Cash on hand and demand deposits.' AASB 107.6. 
Short-term highly liquid investments that are readily convertible to known 
amounts of cash and which are subject to an insignificant risk of changes in 
value.' AASB 107.6  
Includes petty cash and non-bank sources. 
Cash flow from financing activities 
Shows how the entity is financed. Includes the cash flows relating to debt or 
equity financing. Includes, for example, proceeds from loans, notes and other 
debt instruments; installment payments on loans or other repayments of 
debts; and dividend payments, buybacks or returns of capital. Based on 
Westpac 2010, p. 15. 
Cash flow from investing activities 
The cash being put into the future. Includes capital expenditures i.e. spending 
that isn’t charged (recognised) as an expense but rather is capitalised as 
assets on the balance sheet.  Activities also include investments that aren’t 
part of the normal line of business.  
Cash flows may include: purchases of property, plant and equipment (PPE), 
proceeds from the sale of PPE; purchases of stock or other securities (other 
than those classified as cash equivalents); and proceeds from the sale or 
redemption of investments. Based on Westpac 2010, p. 15. 
Cash flow from operating activities 
Cash flow due to trading or operating the business of the entity. Includes: 
cash receipts from the sales or the performance of services; payroll and other 
payments to employees; Payments made to suppliers and contractors; rent 
payments; payments for utilities; and tax payments. Based on Westpac 2010, 
p.15. 
Current assets 
Everything the entity owns or controls that if not already cash, is expected to 
be converted into cash, another kind of asset or completely used by the 
entity, within the next 12 months. 
Current liabilities 
Everything the entity owes to others that is expected to be settled within the 
next 12 months. 
Cash flow 
The inflows and outflows of cash. 
Depreciation 
Most non-current assets decline in usefulness as they age or are used. 
Depreciation is a non-cash item that systematically spreads the cost of each 
asset (except land) over its useful life' (Westpac, 2010). 
Derivatives 
Financial instruments in which the value is derived from another underlying 
asset such as gold, commodities, equities or currencies. Derivatives are valued 
at their market value in the balance sheet. 
Dividends 
'Distributions of profits to holders of equity investments in proportion to their 
holdings of a particular class of capital.' AASB 118.5 
Earnings Before Interest and Tax (EBIT) 
Measures the profit independent of how the entity is financed. Debt incurs 
interest, which is deducted from profit, whereas dividends are a distribution 
of profit. EBIT is useful for assessing profit from sales and assets and 
comparing the performance of different organisations. 
Earnings Before Interest, Tax, 
Depreciation and Amortisation (EBITDA) 
Earnings before interest, tax, depreciation and amortisation. EBITDA is 
indicative of the 'cash profit'. It removes the distortions caused by 
depreciation and amortisation which may be calculated differently across 
different organisations. However, EBITDA and the operating cash flow will 
probably differ and, therefore is not the same as 'cash profit' from operations.   
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Earnings Before Tax (EBT) 
Earnings before tax is deducted.  
Equity 
Equity represents the shareholders' or stakeholders' financial interest in the 
entity.  
'The residual interest in the assets of the entity after deducting all its 
liabilities.' F.491.  
There are two primary sources of equity - contributions from owners and 
retained profits or gains. 
Also known as ‘net assets’, ‘capital’, 'members’ funds' in non-profit companies 
and 'community wealth' in local government entities. F.102. and F.491. 
Expenses 
Economic resources consumed in the process of providing goods and services 
from which revenue has been raised. 
All the costs incurred by the entity shown by function (e.g. cost of 
sales/admin) or by the nature of the item (e.g. depreciation, staff costs). 
Based on AICD FI4Ds 2010/11.  
'Decreases in economic benefits in the form of outflows or depletions of 
assets or incurrences of liabilities that result in decreases in equity, other than 
those relating to distributions to equity participants.' F. 70 (b). 
Financial instruments 
'A financial instrument is any contract that gives rise to a financial asset of one 
entity and a financial liability or equity instrument of another entity'. AASB 
132.11.  
Grants 
Assistance received from others in the transfer of resources to an entity in 
return for past or future compliance with certain conditions relating to the 
operating activities of the entity. Includes non-reciprocal grants. 
Income 
The gross inflow of economic benefits during the reporting period arising in 
the course of ordinary or operating activities of an entity. 
'Increases in economic benefits during the accounting period in the form of 
inflows or enhancements of assets or decreases of liabilities that result in 
increases in equity, other than those relating to contributions from equity 
participants.' F. 70 (a).  
Intangible assets 
Assets without a physical existence. Includes goodwill, brand names, licenses, 
trademarks and patents. Can only be valued at cost, unless an active market 
for specific items is available. Generally only intangible assets that are 
acquired can be recognised as assets in the balance sheet. Internally 
generated intangible assets are not usually recognised as assets. Goodwill and 
long-lived intangible assets are not amortised. They are tested for 
impairment. Based on AICD FI4D 2010/11. 
Issued capital 
Includes any form of contributed equity. Itemised in the notes and includes 
the classes of shares and options granted. If relevant, it will also include in the 
notes the dividend reinvestment, options exercised and employee share plan 
details. Based on AICD intro to FI4D 2010/11. 
Leases 
There are two types of leases – financing leases and operating leases. 
Financing leases are where an asset is being acquired over time through a 
lease. It is included in the balance sheet from the commencement of the 
lease. Operating leases such as shop rent are only a right to use an asset 
owned by someone else. They are, therefore, treated as an expense as each 
lease payment is due and recorded in the income statement. They are off-
balance sheet items. Based on FI4D 2010/111. 
Liabilities 
Everything that is owed by the entity. Liabilities are anything that the entity 
owes arising from something that has already happened. 
Net profit after tax (NPAT) 
This term is not used in the Accounting Standards. It is useful for measuring 
the profit return on equity because it reflects the profit achieved for 
shareholders or stakeholders. 
Also known as 'net profit' or 'E' for earnings. 
Non-current assets 
Assets that are not current. Includes what the entity owns or controls that is 
not a current asset (i.e. it is not expected that these assets will be converted 
to cash etc. within the next 12 months). Such assets are of a long-term nature 
and many are depreciated, recognising that they are used up by the entity 
over time. Based on AICD, Intro to FI4D 2010/11. 
Non-current liabilities 
Liabilities that are not current. What the entity owes others but not required 
to be paid within the next 12 months. May include borrowings, provisions and 
unearned income which can be current and non-current liabilities. 
Operating cash flow surplus 
The residual of inflows and outflows from operating activities. 
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Profit/Loss 
The total funds left at the end of the year or other period. It is calculated by 
deducting the expenditure form the income. There are different levels of 
profit e.g. EBITDA, EBIT, EBT and NPAT. 
Also known as 'the bottom-line', 'surplus' and 'deficit'. 
Provisions 
Estimates of a definite but not accurately quantifiable future liability or 
decrease in the value of assets. The items the entity has gained full use of but 
has not yet been paid but will need to do so within the next 12 months. 
Includes salaries, leave loadings and other employee entitlements, warranties 
and taxes. Tax payable is listed separately on the balance sheet. Based on 
AICD FI4D 2010/11. 
Also known as 'accruals'. 
Reserves 
Funds accumulated or brought forward from the previous period. Reserves 
are itemised in the notes and may include a general reserve, capital profits or 
asset valuations, asset revaluation and foreign currency translation. Based on 
AICD Intro to FI4D 2010/11. 
Retained earnings 
The amount of profit or loss generated and retained by the entity for the year 
or other period. They are a form of reserve. 
Also known as 'accumulated profits' and 'retained profits'. 
Share-based remuneration 
Remuneration of staff, executives and others in the form of shares in the 
entity. 
Sinking fund 
A sinking fund is a fund established by an entity by setting aside revenue over 
a period of time to fund a future capital expense, or the repayment of  long-
term liabilities    
Tax assets 
Tax assets arise from how income tax is accounted for compared with how it 
is assessed under tax laws. 
Tax liabilities 
Tax liabilities are the amounts of income taxes payable in future periods in 
respect of taxable temporary differences. 
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Cash gross margin 
Measures how much cash an organisation has to pay for expenses other than 
the cost of goods sold (COGS).  Accounts receivable may also be removed to 
provide a stronger cash only indicator. 
Current ratio 
Measures liquidity and is an indicator of insolvency. Indicates whether there 
are sufficient current assets available to cover current liabilities as at the date 
of the balance sheet used for analysis. It is calculated by dividing current 
assets by current liabilities. Shows the dollar amount of current assets for 
every $1 owed under current liabilities. This is a balance sheet ratio. 
Days creditors 
This operating efficiency ratio indicates the average period it takes for an 
entity to pay its creditors (accounts payable).  A low figure makes an entity 
more attractive to suppliers who may offer discounts for prompt and reliable 
payments etc. It is calculated by dividing the year end accounts payable by 
sales and multiplying by 365 days. 
Days inventory 
This operating efficiency ratio indicates how long on average it takes to 
produce and sell inventory. It is calculated by dividing year end inventories by 
the cost of sales (aka cost of goods sold) and then multiplying this by 365 days. 
The aim is to have as shorter period as possible. 
Days receivable 
This operating efficiency ratio indicates how quickly cash is collected from 
debtors (accounts receivable). It is calculated by dividing the year end 
accounts receivables by sales and then multiplying this by 365 days.  The result 
should be compared with the entities terms of credit. Where the days debtors 
are greater than the terms of credit, then management could improve cash 
flow by better managing its terms of credit. 
Debt to equity  
This financing ratio is used to identify the extent to which an entity is geared. 
Calculated by dividing debt with equity. It can be calculated by dividing total 
liabilities with equity; or by dividing interest-bearing debt only with equity. It 
shows the amount of debt owed for each dollar of equity in the entity. This is 
a balance sheet ratio. 
Also known as the 'Debt to worth' ratio. 
EBIT margin 
A profitability ratio that measures profit as a percentage of revenue using 
profit before interest and tax are deducted (i.e. EBIT). 
Gross profit margin 
A profitability indicator that is calculated by dividing the gross profit by sales 
or revenue and multiplying the result by 100. 
Interest cover 
This ratio indicates the extent to which profit covers the interest bill. It is 
calculated by dividing EBIT with the net interest. 
Quick ratio 
This ratio is used as an indicator of liquidity. This ratio anaylses the coverage 
of the most liquid assets available to pay the more immediately payable 
liabilities. It is calculated as follows:  (Current assets - inventories)/(Current 
liabilities - overdrafts). It measures the amount of dollars in cash and accounts 
receivable for each dollar in current liabilities owed by the entity. This is a 
balance sheet ratio. 
Also known as the 'acid test'. 
Return on assets 
This profitability indicator measures how profitably the assets of the entity are 
being used. It is often compared with the rate of interest that could otherwise 
be earned if assets were converted to cash and deposited into a bank or 
elsewhere. It is calculated by dividing EBIT with total assets and multiplying 
the result by 100. 
Return on equity 
Return on equity. Uses Net profit after tax (NPAT) to measure profit as a 
percentage return on equity. 
Sales to assets 
The asset to sales ratio is calculated by dividing total assets by sales revenues. 
The asset to sales formula can be used to compare how much in assets a 
company has relative to the amount of revenues the company can generate 
using their assets. 
Working capital 
A measure of both a company's efficiency and its short-term financial health. 
The working capital is calculated as: Working capital = current assets - current 
liabilities. It is related to the current and quick ratios. 
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Introduction 
The purpose of the QUT Delphi study on director financial literacy is to identify the minimum level of 
conceptual understanding required for each individual director working in any context to make sense 
of the financial information contained in financial reports. 
This report presents the collated responses submitted during Round 2 and basic statistical analysis of 
those responses. During Round 2 the expert panel rated the relative importance of 97 concepts 
identified from Round 1 to director financial literacy. These concepts were rated using a four-point 
scale (‘must know’, ‘should know’, ‘nice to know’ and ‘not applicable’). The 97 concepts were 
grouped into five questions covering the following dimensions of director financial literacy: 
1. Strategic aspects of financial decisions; 
2. The preparation and presentation of financial reports; 
3. Financial reports overall; 
4. Content of financial statements; and 
5. Financial indicators. 
Of the 39 experts who were invited to participate in Round 2 of the study, 32 of the experts 
submitted responses to the questionnaire. This represents a response rate of 82%. 
This report concludes with the initial statistical analysis of these responses to identify the extent of 
agreement within the expert panel and select the core concepts for review in Round 3 of the Delphi 
study.  
 
Question 1: How important is it for each individual director to have an understanding of the 
following strategic aspects of an organisation's finances? 
 
In your response please consider the minimal level of understanding required for each individual 
director working in any context to be financially literate when doing board work.  If you are unsure of 
the meaning of any of the concepts listed below please refer to p.7 of the Glossary. Alternatively 
select 'Don't know'. 
 
Responses to this question are shown in Figure 1 and followed by additional comments and 
suggestions made by individual members of the panel of experts. 
 
 
Figure 1: Rating of items in Question 1: Strategic aspects. 
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Financial position
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Must know Should know Nice to know Not applicable Don’t know 
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Explanation of ratings 
• Must know: Each director irrespective of the context in which they work must understand the meaning and 
the strategic implications of this concept. Not knowing this concept will impact significantly on a director's 
ability to perform his or her most basic duties.  
• Should know: While it is not critical to know, each director should understand the meaning and the strategic 
implications of this concept if he or she is to perform well as a director. 
• Nice to know: It would be helpful if each director understood the meaning and the strategic implications of 
this concept, but he or she can get by without understanding this concept. In other words, not knowing this 
concept will not impact significantly on his or her performance as a director.  
• Not applicable: Where you don't believe this concept is applicable to each director or for director financial 
literacy. Such concepts may be more relevant to particular industries, sectors or jurisdictions, but are not 
applicable across all boards or for novice directors without a background in accounting or finance to know.  
• Don't know: Where you are unsure of the meaning or use of this concept in the context of director financial 
literacy. 
 
Comments on specific items 
Capacity to service debt  
• Depends on the level of debt. 
Financial position 
• With the myriad of valuation bases it is questionable whether the BS [balance sheet] really 
shows a valid financial position. 
Financial risk 
• Directors are entitled to assume that Business Plan and Budget has factored in possible 
variations in costs of funds. 
Liquidity 
• It is a shortage of cash that will cause problems hence being able to interpret the cash flow 
is critical. 
Profitability 
• In the sense of sustainability. 
• A number of esoteric accounting concepts can impact the profit number.  This concept is 
more relevant when reviewing the management accounts of a business. 
Additional items suggested 
• Asset Valuation policies  
• Product profitability  
• Performance against budget  
• Capital vs operational costs 
• Borrowing capacity  
• Borrowing rates 
• Cash flows  
• Actual against budget 
• Current ratio  
• Equity and net assets 
• Accrual vs cash  
• Budget vs actual 
• Return on Equity 
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Comments on additional items 
• Given the option in accounting standard for fair value versus cost/realisable value 
approaches.  
• Knowing the profit drivers/value drivers will assist with strategic decision making. 
• Analysis and explanation of exceptional variances. 
General comments on strategic aspects 
• Have added section re asset valuation - need to reinforce that accounting statements do not 
purport to provide a valuation of the business although fair value does seek to identify a 
more realistic figure for asset values allowing for assessment of returns against opportunity 
cost alternatives (if not a listed entity). Cash flow management is critical as is interpretation 
of financial reporting. Likewise leasing vs outright purchase and how these are reported.  
Taxation is another area that requires understanding 
• "Financial Risk" is really a function of the strategic risks to the business model of the 
company. These risks are not understood from financial statements but the macro, industry 
specific factors and micro factors at work. 
• The Budget is also a useful tool that should be understood by the directors, particularly 
variances between actual and budget that might explain unauthorised or exceptional 
expenditure. 
• Must understand solvency and ability to service debt and the impact on the current ratio. 
Cash flow forecasts (not cash flow statements) should also be a "should know." 
Understanding profit YTD [year-to-date] against budget is the continuous question Directors 
should focus on. 
• The key is that director's understand the solvency of their organisation (this encompasses 
understanding of a number of the other concepts such as liquidity, capacity to service debt 
etc.). 
• Any absence of knowledge of the above concepts represents a risk to the compliance with 
director duties. 
 
Question 2: How important is it for each individual director to have an understanding of the 
following concepts associated with the preparation and presentation of financial reports? 
 
In your response please consider the minimal level of understanding required for each individual 
director working in any context to be financially literate when doing board work. If you are unsure of 
the meaning of any of the concepts listed below please refer to the terms listed on pp. 8 - 11 of the 
Glossary. Alternatively select 'Don't know'. 
 
Responses to this question are shown in Figure 2 and followed by additional comments and 
suggestions made by individual members of the panel of experts.
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Figure 2: Rating of items in Question 2: Preparation and presentation of financial reports. 
 
Explanation of ratings 
• Must know: Each director irrespective of the context in which they work must understand the meaning, 
purpose, relationships with other concepts, and the strategic implications of this concept. Not knowing this 
concept will impact significantly on a director's ability to perform his or her most basic duties. 
• Should know: While it is not critical to know, each director should understand the meaning, purpose, 
relationships with other concepts, and the strategic implications of this concept if he or she is to perform well 
as a director.  
• Nice to know: It would be helpful if each director understood the meaning, purpose, relationships and other 
concepts, and the strategic implications of this concept, but he or she can get by without understanding this 
concept. In other words, not knowing this concept will not impact significantly on his or her performance as a 
director.  
• Not applicable: Where you don't believe this concept is applicable to each director or for director financial 
literacy. Such concepts may be more relevant to particular industries, sectors or jurisdictions, but are not 
applicable across all boards or for novice directors without a background in accounting or finance to know.  
• Don't know: Where you are unsure of the meaning or use of this concept in the context of director financial 
literacy. 
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Comments on specific items 
Accrual accounting 
• Need to grasp the difference between accrual and cash. 
• Related to accounting policies. 
Asset valuation 
• Key concepts at least and impact on financial statements. 
• Must know key basis on which the valuation occurs. 
• Only applicable in certain cases. 
• Related to accounting policies. 
Audit opinion 
• Need to pay attention to the audit opinion and understand what is being reported. 
Classification of items (e.g. expenses and assets) 
• Need to know impact on net income. 
• Related to accounting policies. 
Capitalisation 
• Must know the company's policy at a high level re what costs are capitalised and expensed. 
• Should understand concept. 
• Related to accounting policies. 
Consolidation 
• Broad principles at least. 
• Particularly what is required to be included and whether are limitations in cross funding. 
Inter-entity transfers and the types of major adjustments needed when consolidating. 
• Must know whether accounts are consolidated or not. 
• Related to accounting policies. 
Double-entry bookkeeping 
• This is the crux of the matter. If one does not understand this concept, one cannot read a 
balance sheet and so cannot claim to be financially literate. 
• Assuming there are adequate resources for financial reporting. 
Fair value 
• Basic principle of arm’s length etc. 
• Depends on the decision being made. 
Financial reporting quality 
• Information needs to be from a credible source to be able to rely on the information. 
Financial misstatement 
• How would you know the extent of misstatement, especially if it has been well disguised? 
• Need to know impact on operations. 
'Going concern' assumption 
• Has become more of a concern in recent years. Board members don't always 
read/understand balance sheets where a lot of the indicators of this concept reside. 
Impairment  
• Depends on the context. 
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Internal controls 
• Issue though for Audit Committee. 
• Part of risk management. 
• Need enough knowledge to be able to rely on the financial statements and the safeguarding 
of the organization's assets. 
Matching principle 
• This principle is not necessarily as relevant as it used to be in some cases with standards 
changes. 
Materiality 
• Not necessarily at a strategic level. 
Off-balance sheet items 
• Related to accounting policies. 
Purpose and differences between general and special purpose financial statements 
• To be able to consider the information appropriately. 
Recognition 
• Need to know when items are recognized as income and expenses and relevant items on 
the balance sheet. 
• Related to accounting policies. 
Reporting entity 
• Technical issue, should be able to rely on expert advice 
• Who do they report to? 
Tax accounting 
• Complex area, should be able to rely on expert sign off. 
• For for-profit entities - maybe not necessarily but tax implications of certain decisions. 
Discounted cash flows 
• Some knowledge to help with business cases etc. 
• This depends on the nature of the business and whether this concept is highly relevant. 
Accounting policies 
• Useful to have a broad sense of these, good to know how many boards educate their 
directors on the key policies. 
• I don't know whether you are asking whether a director needs to be familiar with specific 
accounting policies or capable of answering the question, "What is an accounting policy?" 
The glossary doesn't help answer my question. 
• Should know what choices have been made and are they appropriate and being applied 
consistently. 
Accounting standards 
• Accounting standards should be written in clear and simple terms which is contrary to the 
AASB expressed views. 
• Must know key principles of policies relevant to construction of the financial statements of 
the business. 
• Main concepts that are applicable should be known, but not in depth knowledge of 
standards. 
Additional items suggested 
• Future projections  
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• Risks 
• Interpretation of accounts 
• What is a balance sheet and what it isn't  
• Cash flows  
• Balance sheet analysis 
• Budget variations 
• Operating, finance, investing 
General comments on the preparation and presentation of reports 
• What is meant by control in determining whether an entity is required to be consolidated or 
not.  The impact of differences between general and specific purposes. Another is the 
meaning of a deficit of capital and the relationship with possible insolvency. 
• The cash flow statement is often the most overlooked tool in the reporting package. It is 
useful particularly where there may be directs with weak financial knowledge, as we all 
should know that where cash outflows exceed cash inflows, they may be a problem! 
Question 3: How important is it for each individual director to have an understanding of the 
following aspects of financial reports?  
 
In your response please consider the minimal level of understanding required for each individual 
director working in any context to be financially literate when doing board work. If you are unsure of 
the meaning of any of the concepts listed below please refer to pp. 12 - 13 of the Glossary. 
Alternatively select 'Don't know'.  
 
Responses to this question are shown in Figure 3 and followed by additional comments and 
suggestions made by individual members of the panel of experts. 
 
 
Figure 3: Rating of items in Question 3: Financial reports 
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Explanation of ratings 
• Must know: Each director irrespective of the context in which they work must understand the meaning, 
purpose, relationships with other concepts, and the strategic implications of this concept to the organisation's 
finances. Not knowing this concept will impact significantly on a director's ability to perform his or her most 
basic duties. 
• Should know: While it is not critical to know, each director should understand the meaning, purpose, 
relationships with other concepts, and the strategic implications of this concept if he or she is to perform well 
as a director. 
• Nice to know: It would be helpful if each director understood the meaning, purpose, relationships with other 
concepts, and the strategic implications of this concept, but he or she can get by without having this 
understanding. In other words, not knowing this concept will not impact significantly on his or her 
performance as a director. 
• Not applicable: Where you don't believe this concept is applicable to each individual director or for director 
financial literacy. Such concepts may be more relevant to particular industries, sectors or jurisdictions, but are 
not applicable across all boards or for novice directors without a background in accounting or finance to know. 
• Don't know: Where you are unsure of the meaning or use of this concept in the context of director financial 
literacy.  
Comments on specific items 
The accounting equation 
• Financial statements don't make sense otherwise. 
• Easily explained but how many boards do? 
• Same comment as for double-entry bookkeeping. Not knowing this is comparable to not 
knowing the alphabet. 
The purpose of the cash flow statement 
• Key statement, understanding the story told by each element is a base level. 
The relationships between the financial statements 
• See easily taught above. 
The purpose of the Directors' declaration 
• Not a Canadian concept, at least as expressed. 
Additional items suggested 
• Audit and risk  
• Sound overview of accounts and legislation requirements 
General comments on financial reports 
• None of importance. 
• This section speaks more convincingly to financial literacy than the preceding sections. 
Question 4: How important is it for each individual director to have an understanding of the items 
listed from the following financial statements: 
• Balance sheet;  
• Cash flow statement;  
• Income statement or Profit and loss statement; and  
• Statement of changes in equity? 
In your response please consider the minimal level of understanding required for each individual 
director working in any context to be financially literate when doing board work. If you are unsure of 
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the meaning of any of the concepts listed below please refer to pp. 14 - 18 of Glossary. Alternatively 
select 'Don't know'. 
 
Responses to this question are shown in Figure  and followed by additional comments and 
suggestions made by individual members of the panel of experts. 
 
 
Figure 4: Rating of items in Question 4: Content of financial statements 
 
Explanation of ratings 
• Must know: Each director irrespective of the context in which they work must understand the meaning, 
purpose, relationships with other concepts, and the strategic implications of this concept to the organisation's 
finances. Not knowing this concept will impact significantly on a director's ability to perform his or her most 
basic duties. 
• Should know: While it is not critical to know, each director should understand the meaning, purpose, 
relationships with other concepts, and the strategic implications of this concept if he or she is to perform well 
as a director. 
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• Nice to know: It would be helpful if each director understood the meaning, purpose, relationships with other 
concepts, and the strategic implications of this concept, but he or she can get by without having this 
understanding. In other words, not knowing this concept will not impact significantly on his or her 
performance as a director. 
• Not applicable: Where you don't believe this concept is applicable to each individual director or for director 
financial literacy. Such concepts may be more relevant to particular industries, sectors or jurisdictions, but are 
not applicable across all boards or for novice directors without a background in accounting or finance to know. 
• Don't know: Where you are unsure of the meaning or use of this concept in the context of director financial 
literacy. 
 
Comments on specific items 
Derivatives 
• When on boards where they are used.  
• This will depend on the company. 
• Not applicable to all economic entities. 
Dividends 
• Not applicable to all economic entities. 
Earnings Before Interest and Tax (EBIT) 
• Depends on relevance. 
• Not applicable to all economic entities. 
Earnings Before Interest, Tax, Depreciation and Amortisation (EBITDA) 
• Depends on relevance. 
• Not applicable to all economic entities. 
Earnings Before Tax (EBT) 
• For NFPs [Not-for-profits]. 
• Depends on relevance. 
• Not applicable to all economic entities. 
Financial instruments 
• Depends on relevance. 
Grants 
• Depends on relevance. 
• Especially as capital grants are income and not equated with the associated costs. Can also 
create contingent liabilities. 
Intangible assets 
• Depends on relevance. 
Issued capital 
• For NFPs [Not-for-profits]. 
• Depends on relevance. 
• Not applicable to all economic entities. 
Leases 
• Depends on materiality. 
Net profit after tax (NPAT) 
• Depends on relevance. 
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Operating cash flow surplus 
• Surplus is a profit concept, better to say net operating cash inflows or something like that. 
Share-based remuneration 
• For NFPs [Not-for-profits]. 
• Depends on relevance. 
• This will depend on the company. 
• Not applicable to all economic entities. 
Sinking fund 
• Depends on relevance. 
• This cannot be true as you are not allowed to do this.  You could set aside cash or 
investments to cover certain future things. 
• Not applicable to all economic entities. 
Tax assets 
• For NFPs [Not-for-profits]. 
• Depends on relevance. 
• Not applicable to all economic entities. 
Tax liabilities 
• GST [Goods and Services Tax] only for NFPs [Not-for-profits]. 
• Depends on relevance. 
• Not applicable to all economic entities. 
Additional items suggested 
• True financial position. 
• Future growth. 
• Manage costs particularly salaries and wages. 
• Understand depreciation and its application to capital improvements and plant and 
machinery. 
General comments on the content of statements 
• Many items are contextual - need to know about them if you need to know about them! 
• None of a material nature. 
• The importance of these items exist to the extent that the items are part of the company 
that that director is a director of.  Certain items like assets will generally apply but things 
like tax, derivatives will depend on the nature of the organisation and the way it arranges 
things. 
Question 5: How important is it for each individual director to have an understanding of the 
following financial indicators? 
 
In your response please consider the minimal level of understanding required for each individual 
director working in any context to be financially literate when doing board work. If you are unsure of 
the meaning of any of the concepts listed below please refer to p.19 of the Glossary. Alternatively 
select 'Don't know'. 
 
Responses to this question are shown in Figure 5 and followed by additional comments and 
suggestions made by individual members of the panel of experts. 
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None of the items included in this question were rated by 50% or more of the participants as being 
‘must know’ concepts. The item receiving the highest rating within this question was ‘current ratio’ 
which was identified by 10 (31%) of experts as being a ‘must know’ concept. 
       
 
Figure 5: Rating of items in Question 5: Financial indicators 
 
Explanation of ratings 
 
• Must know: Each director irrespective of the context in which he or she works must understand the meaning, 
purpose and use of this indicator for forming judgments about the organisation they govern. Not knowing the 
meaning, purpose and use of this indicator will impact significantly on a director's ability to perform their most basic 
duties. 
• Should know: While it is not critical to know, each director should understand the meaning, purpose and use of this 
indicator if he or she is to perform well as a director. 
• Nice to know: It would be helpful if each director understood the meaning, purpose and use of this indicator, but he 
or she can get by without knowing about this indicator or using it when forming judgments. In other words, not 
knowing about the meaning, purpose and use of this indicator will not impact significantly on his or her 
performance as a director. 
• Not applicable: Where you do not believe knowing about or understanding this indicator is applicable to all 
directors or for director financial literacy.  Such concepts may be more relevant to particular industries, sectors or 
jurisdictions, but are not applicable across all boards or for novice directors without a background in accounting or 
finance to know. 
• Don't know: Where you are unsure of the meaning or use of this indicator in the context of director financial 
literacy. 
Comments on specific items 
Cash gross margin 
• Not applicable to all economic entities. 
Current ratio 
• Not applicable to all economic entities. 
Day’s inventory 
• Not applicable to all economic entities. 
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EBIT margin 
• Not applicable to all economic entities. 
Quick ratio 
• Not applicable to all economic entities. 
Return on assets 
• Not applicable to all economic entities. 
Return on equity 
• For NFPs [Not-for-profits]. 
• Not applicable to all economic entities. 
Sales to assets 
• For NFPs [Not-for-profits]. 
• Not applicable to all economic entities. 
General comments on indicators 
• See general comments from previous question set. 
• None other of a material nature. 
Summary (Questions 1 to 5) 
Sixteen (16) of the 97 concepts were rated by 50% or more of the participants as ‘must know’ 
concepts for director financial literacy (Table ). These concepts covered: 
• Strategic aspects (4 concepts) 
o Solvency 
o Capacity to service debt 
o Financial position 
o Liquidity 
• Preparation and presentation of financial reports (2 concepts) 
o Audit opinion 
o 'Going concern' assumption 
• Financial reports overall (5 concepts) 
o The purpose of the Directors' declaration 
o The purpose of the balance sheet 
o The purpose of the income statement 
o The purpose of the cash flow statement 
o The purpose of financial statements 
• Content of financial statements (5 concepts) 
o Profit/Loss 
o Liabilities 
o Income 
o Equity 
o Assets 
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Item % Must Should Nice and N/A Don’t Know 
1. Solvency 97% 3% 0% 0% 
2. The purpose of the Directors' declaration 77% 19% 3% 0% 
3. The purpose of the balance sheet 63% 38% 0% 0% 
4. Capacity to service debt 63% 34% 3% 0% 
5. Financial position 63% 34% 3% 0% 
6. Profit/Loss 59% 41% 0% 0% 
7. The purpose of the income statement 56% 44% 0% 0% 
8. The purpose of the cash flow statement 56% 44% 0% 0% 
9. Liquidity 56% 41% 3% 0% 
10. The purpose of financial statements 56% 38% 6% 0% 
11. Liabilities 56% 38% 6% 0% 
12. Income 53% 44% 3% 0% 
13. Audit opinion 53% 38% 9% 0% 
14. 'Going concern' assumption 53% 34% 6% 6% 
15. Equity 50% 47% 3% 0% 
16. Assets 50% 44% 6% 0% 
Table 1: Items rated by 50% or more participants as ‘must know’ concepts for directors 
 
Statistical analysis of Round 2 rated responses (Questions 1 to 5) 
A statistical analysis of the items rated in Round 2 was conducted to further explore the extent of 
agreement or consensus within the panel. The response categories in the questionnaire were 
converted to numerical data using the following scoring system: 
• ‘Must know’ = 3; 
• ‘Should know’ = 2; 
• ‘Nice to know’ = 1; 
• ‘Not applicable’ = 0; and 
• ‘Don’t know’ was treated as a missing value and excluded from the analysis. 
Drawing on the experience of previous Delphi studies used to develop conceptual frameworks in 
other fields (Goldman et al., 2010; Gray et al., 2005; Hanafin, 2004; Jarrett et al., 2011; Skulmoski et 
al., 2007; Streveler et al., 2011) statistical cut-offs were applied to identify the extent of panel 
agreement over the ‘must know’ concepts for director financial (  
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Table 5-5): These statistical cut-offs were a: 
• Mean greater than (>) 2 as a measure of central tendency; 
• Median greater than (>) 2 to identify the midpoint in the data set and, together with the 
standard deviation, variance and range, the extent of clustering of ratings around the 
centre; and 
• Mode equal (=) to 3 to confirm the most frequent rating for each item as shown in (Table  
1).   
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 Concepts rated N Missing 
values 
Mean Median Mode Standard. 
Deviation 
Variance Range 
19. Q1 Solvency 32 0 2.97 3.00 3 .177 .031 1 
20. Q3 balance sheet 32 0 2.63 3.00 3 .492 .242 1 
21. Q3 Directors declaration 32 0 2.63 3.00 3 .793 .629 3 
22. Q1 Capacity to service debt 32 0 2.59 3.00 3 .560 .314 2 
23. Q1 Financial position 32 0 2.59 3.00 3 .560 .314 2 
24. Q4 Profit/Loss 32 0 2.59 3.00 3 .499 .249 1 
25. Q3 income statement 32 0 2.56 3.00 3 .504 .254 1 
26. Q3 cash flow statement 32 0 2.56 3.00 3 .504 .254 1 
27. Q1 Liquidity 32 0 2.53 3.00 3 .567 .322 2 
28. Q2 Going concern 30 2 2.50 3.00 3 .630 .397 2 
29. Q4 Income 32 0 2.50 3.00 3 .568 .323 2 
30. Q4 Liabilities 32 0 2.50 3.00 3 .622 .387 2 
31. Q3 Financial statements 32 0 2.50 3.00 3 .622 .387 2 
32. Q2 Audit opinion 32 0 2.44 3.00 3 .669 .448 2 
33. Q4 Equity 32 0 2.47 2.50 3 .567 .322 2 
34. Q4 Assets 32 0 2.44 2.50 3 .619 .383 2 
35. Q3 relationships between 
statements 
32 0 2.38 2.00 3 .660 .435 2 
36. Q4 Reserves 32 0 2.09 2.00 3 .818 .668 2 
37. Q4 EBITDA 32 0 1.97 2.00 3 .897 .805 3 
38. Q4 EBT 32 0 1.94 2.00 3 .948 .899 3 
39. Q4 Cash flow 32 0 2.47 2.00 2 .507 .257 1 
40. Q4 Expenses 32 0 2.44 2.00 2 .564 .319 2 
41. Q1 Financial sustainability 32 0 2.41 2.00 2 .499 .249 1 
42. Q1 Profitability 32 0 2.38 2.00 2 .492 .242 1 
43. Q4 Accounts payable 32 0 2.34 2.00 2 .602 .362 2 
44. Q4 Accounts receivable 32 0 2.34 2.00 2 .602 .362 2 
45. Q4 Current liabilities 32 0 2.31 2.00 2 .644 .415 2 
46. Q4 NPAT 32 0 2.28 2.00 2 .772 .596 3 
47. Q4 Current Assets 32 0 2.28 2.00 2 .634 .402 2 
48. Q1 Financial risk 32 0 2.25 2.00 2 .622 .387 2 
49. Q3 Notes 32 0 2.25 2.00 2 .568 .323 2 
50. Q3 relationship Notes 
Statements 
32 0 2.25 2.00 2 .672 .452 2 
51. Q5 Working capital 32 0 2.25 2.00 2 .508 .258 2 
52. Q4 Operating cash flow surplus 32 0 2.22 2.00 2 .608 .370 2 
53. Q4 Cash 32 0 2.19 2.00 2 .693 .480 2 
54. Q4 Cash flow – operating  32 0 2.19 2.00 2 .738 .544 2 
55. Q2 Internal controls 32 0 2.16 2.00 2 .723 .523 2 
56. Q4 Noncurrent assets 32 0 2.13 2.00 2 .609 .371 2 
57. Q4 Noncurrent liabilities 32 0 2.13 2.00 2 .609 .371 2 
58. Q4 Retained earnings 32 0 2.13 2.00 2 .833 .694 3 
59. Q2 Decision usefulness 30 2 2.07 2.00 2 .691 .478 2 
60. Q2 Contingent liabilities 32 0 2.06 2.00 2 .619 .383 2 
61. Q2 Impairment 32 0 2.06 2.00 2 .759 .577 3 
62. Q4 Cash Flow - financing 32 0 2.06 2.00 2 .716 .512 2 
63. Q4 Cash Flow - investing 32 0 2.06 2.00 2 .716 .512 2 
64. Q5 Current ratio 32 0 2.06 2.00 2 .801 .641 3 
65. Q4 Provisions 31 1 2.03 2.00 2 .605 .366 2 
66. Q2 Off-balance sheet items 32 0 2.03 2.00 2 .822 .676 3 
67. Q3 true fair view 32 0 2.03 2.00 2 .740 .547 2 
68. Q2 Classification 32 0 2.00 2.00 2 .762 .581 2 
69. Q3 accounting equation 30 2 2.00 2.00 2 .743 .552 2 
70. Q4 Depreciation 32 0 2.00 2.00 2 .672 .452 2 
71. Q3 Statement of changes in 
equity 
32 0 1.97 2.00 2 .782 .612 2 
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 Concepts rated N Missing 
values 
Mean Median Mode Standard. 
Deviation 
Variance Range 
72. Q4 Grants 32 0 1.97 2.00 2 .782 .612 2 
73. Q5 Debt to equity 32 0 1.97 2.00 2 .861 .741 3 
74. Q5 Gross profit margin 32 0 1.97 2.00 2 .740 .547 2 
75. Q3 limitations statements 32 0 1.94 2.00 2 .669 .448 2 
76. Q4 EBIT 32 0 1.94 2.00 2 .914 .835 3 
77. Q2 Reporting quality 31 1 1.94 2.00 2 .854 .729 3 
78. Q2 Misstatement 31 1 1.94 2.00 2 .929 .862 3 
79. Q2 Accrual accounting 32 0 1.91 2.00 2 .689 .475 2 
80. Q2 Materiality 32 0 1.91 2.00 2 .856 .733 3 
81. Q5 EBIT margin 32 0 1.91 2.00 2 .893 .797 3 
82. Q5 Interest cover 32 0 1.91 2.00 2 .734 .539 2 
83. Q5 Return on assets (ROA) 32 0 1.91 2.00 2 .818 .668 3 
84. Q5 Return on equity (ROE) 32 0 1.91 2.00 2 .893 .797 3 
85. Q4 Issued capital 32 0 1.88 2.00 2 .833 .694 3 
86. Q2 Capitalisation 32 0 1.84 2.00 2 .723 .523 2 
87. Q4 Leases 32 0 1.84 2.00 2 .723 .523 2 
88. Q4 Amortisation 32 0 1.81 2.00 2 .592 .351 2 
89. Q4 Intangible assets 32 0 1.81 2.00 2 .693 .480 2 
90. Q4 Share-based remuneration 32 0 1.75 2.00 2 .950 .903 3 
91. Q2 Fair value 32 0 1.72 2.00 2 .772 .596 3 
92. Q4 Dividends 32 0 1.72 2.00 2 .888 .789 3 
93. Q5 Days receivable 32 0 1.72 2.00 2 .772 .596 3 
94. Q5 Quick ratio 32 0 1.72 2.00 2 .772 .596 3 
95. Q2 Asset valuation 32 0 1.72 2.00 2 .772 .596 3 
96. Q2 Accounting policies 31 1 1.71 2.00 2 .693 .480 2 
97. Q4 Financial instruments 32 0 1.66 2.00 2 .745 .555 3 
98. Q5 Days creditors 32 0 1.66 2.00 2 .745 .555 3 
99. Q2 Historical cost 31 1 1.65 2.00 2 .608 .370 2 
100. Q4 Tax liabilities 32 0 1.88 2.00 1 .871 .758 3 
101. Q2 Reporting entity 31 1 1.84 2.00 1 .860 .740 3 
102. Q4 Tax assets 32 0 1.72 2.00 1 .888 .789 3 
103. Q2 Matching 30 2 1.70 2.00 1 .702 .493 2 
104. Q2 General purpose vs special 
purpose financial reports 
32 0 1.69 2.00 1 .859 .738 3 
105. Q2 Recognition 30 2 1.67 2.00 1 .802 .644 3 
106. Q2 Consolidation 32 0 1.56 1.50 1 .716 .512 3 
107. Q5 Days inventory 32 0 1.53 1.50 1 .761 .580 3 
108. Q4 Sinking fund 32 0 1.50 1.50 1 .950 .903 3 
109. Q5 Cash gross margin 32 0 1.50 1.00 1 .718 .516 3 
110. Q5 Sales to assets 32 0 1.44 1.00 1 .840 .706 3 
111. Q4 Derivatives 32 0 1.38 1.00 1 .660 .435 3 
112. Q2 Tax accounting 31 1 1.32 1.00 1 .832 .692 3 
113. Q2 Discounted cash flows 31 1 1.32 1.00 1 .541 .292 2 
114. Q2 Double-entry bookkeeping 31 1 1.29 1.00 1 .864 .746 3 
115. Q2 Accounting standards 32 0 1.13 1.00 1 .707 .500 3 
 
Key  
 
Mean >2, Median >2 and Mode = 3 indicating these items are regarded by most experts as forming 
the conceptual framework for director financial literacy. 
 Concept borderline cut off as it meets 2 out 3 criteria and is very close to meeting the third criteria. 
Mean >2 Concept has a mean > 2 
Median > 2 Concept has a median > 2 
Mode = 3 Concept has a mode of 3 
Missing values Nil response or the selection of the ‘Don’t know’ answer option. 
N Number of responses to each item. 
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Key  
Q Question. So Q1 is Question 1 in the questionnaire, Q2 is question 2 in the questionnaire, etc. 
Table 1: Statistical analysis of responses submitted during Round 2. 
 
From this analysis the 16 concepts identified in Table  1 were confirmed as those which most experts 
agree are ‘must know’ concepts for director financial literacy. These 16 concepts will be included in 
the Round 3 questionnaire.   
 
This statistical analysis also identified some concepts that were close to the statistical cut-off and 
were raised by participants in additional comments submitted in Rounds 1 and 2 of the Delphi study. 
Further consideration will be given to their inclusion in the Round 3 questionnaire. These concepts 
are: 
• Financial reports overall (1 concept) 
o Relationships between statements 
• Content of financial statements (1 concept) 
o Reserves 
Question 7: Which of the following groups describes your expertise?      
Please select all options that apply to you.        
• A practising accounting professional has formal post-graduate qualifications in accounting 
and experience as a practitioner or advisor in accounting, auditing or finance.  
• A practising board director has served on at least three boards within the past 10 years.   
• An educator has experience in developing, delivering, assessing, evaluating or reviewing 
formal and informal accounting or director education. Includes consultants, advisors and 
trainers in director and board education. 
Question 8: Which one of the following groups most accurately describes your expertise?      
Only one option may be selected from this list.        
• A practising accounting professional has formal post-graduate qualifications in accounting 
and experience as a practitioner or advisor in accounting, auditing or finance.  
• A practising board director has served on at least three boards within the past 10 years.   
• An educator has experience in developing, delivering, assessing, evaluating or reviewing 
formal and informal accounting or director education. Includes consultants, advisors and 
trainers in director and board education. 
Responses to these questions are presented in Figure 6 on the following page. 
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Figure 6: Professional profile of panel of experts 
 
Question 9: In which sectors have you worked as either as an accounting professional, a board 
director or an educator?   
• Forprofit 
• Nonprofit 
• Government 
Please select all options that apply to you. 
 
Question 10: In which sector have you worked the most as either an accounting professional, a 
board director or an educator?      
You may select only one response. 
 
Responses to these questions are presented in Figure . 
  
Figure 7: Sector experience of panel of experts  
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Question 11: If you have any additional comments relating to the minimum level of conceptual 
understanding required for director financial literacy, then please enter them in the text box 
below? 
 
Fourteen (14) participants provided additional comments on director financial literacy. These 
comments are presented below. These comments along with other comments provided within 
specific questions provide useful insight into the ratings selected by individuals and will considered 
further in subsequent phases of this research project. 
 
Comments on director financial literacy 
 
• I have sat on boards where highly qualified professionals from other disciplines sit back and leave 
the financial issues to the accountants, not realising that they also have a personal responsibility 
for decision-making and the outcomes of those decisions.   
• The back-bone of any institution is its finances and if these are neglected then the organisation 
will fail, no matter how honourable its mission might be. 
• I have marked most things as "should know" in my belief that an individual Director has to 
understand all of the items marked. The problem in my experience is that most non accountant 
Directors do not know about these items or understand them at all. Such ignorance is no defence 
legally if things go pear shaped. There is little education in finance for the majority of non-
accountant Directors in Australia and the current AICD courses are no help at all in my view.  
• I am not trained as an accountant but I ensured I quickly learned all I could about finances to 
ensure I was on top of it.  
• A lot of Directors assume the Board committee looking at Finance or Audit has it covered for the 
whole Board. Dangerous assumption! I have often see where CEOs or CFOs have got approval on 
major financial recommendations they wanted from Boards that did not really understand the 
financial implications.  
• Why do so many companies trade while insolvent? Because the Directors did not even know what 
questions to ask to see it coming until it was too late.   
• The ones I marked as "nice to know" are pure accounting functions that the Board can get advice 
on without having to be accountants themselves. That is if they take the trouble to find out of 
course.  
• Your questions highlighted the need for me to go back and restudy some accounting areas I am 
rusty on as a non accountant. 
• Difference between borrowing and share capital raising. 
• Effective communications to non-accountant stakeholders such as shareholders- accounts are too 
often misunderstood by investors who have no accounting training.  
• The importance of events after balance date and known before the issue of audited accounts into 
the public. 
• From my experience on the boards of two small charities (one foundation and one disability 
organisation), I believe that financial literacy should be seen in conjunction with legal literacy.  At 
both organisation there was poor understanding of   
1. the legal status of the organisation   
2. the director legal obligations regarding the financial statements   
3. risks faced by the organisation and directors 
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Comments on director financial literacy 
 
• It is important that all directors have a grasp of the basic concepts and the relationship between 
the statements.  
• Doing this round is making me question: how many boards invest in director education on this 
issue?  My guess is not many.  I do not think directors have to grasp the technical nuances.  These 
can be challenging even for accountants.   
• I wonder if the Centro decision placed the onus too far. I think it reasonable that a director relies 
on assurance from a CFO, CEO and external audit notwithstanding the board's responsibility in 
signing off financial statements. 
• To some extent the responses to these questions depend on the entity. 
• It is crucial for most of the directors to have good understanding of financial literacy and those 
that do not should be prepared to ask the dumb question. 
• There are almost no items in the questionnaire that are unimportant.  One could say that it is 
essential that management understand virtually every concept in the questionnaire. But from the 
point of view of exact understanding by a director who is not the treasurer, I feel that it would be 
nice if every director understood them all but many boards require a breadth of knowledge only 
accomplished by having the aggregate skills on the board.  
• That means that, depending on the organization, those who have a grasp of such things as 
marketing issues, human resources etc. must be represented on the board.   A director with such 
a background will almost surely mean they have less experience with financial statements. If the 
accounting and finance areas are sufficiently represented, then that board could still be functional 
and effective even if some of the directors are less skilled in accounting and finance.      
• I speak from the point of view of primarily non-profit organizations.       
• In for profit corporations, I think universal levels of financial literacy must be higher. That is 
because corporations, especially large public ones, are more financially elaborate. They must deal 
with tax issues, the equity markets, industry analysts and other factors that are irrelevant or much 
less relevant to non-profits.      
• In other words, minimum standards may not be universal. 
• Directors are responsible for all company reports.  
• Financial audit and risk reports are formulated by directors with accounting qualifications but it is 
the responsibility of each director to gain a sound overview of these committee reports and vote 
with knowledge and thus held responsible. 
• I think this questionnaire was well presented.   
• The issue remains that the level of knowledge a director needs depends on the entities that the 
person is a director of.   
• Also, still the issue remains of how well anyone can be abreast of all important items in financial 
statements.   
• There is power in looking at performance over time through the financial statements and ratios 
being summarised and accumulated over time on a spreadsheet.  This is powerful because it gives 
context.  Humans think best in a clear context.  Novices are greatly helped when they can review 
summarised financial information over time. 
• Directors should be comfortable with the key accounting policies and position of the entity.   
• Strategically, directors minimally need to understand the story that that a complete set of 
statements is telling them - balance sheet, income statement, changes in equity and cash flows as 
well as the notes.  
• Properly prepared and complete reports can be provided by management to augment the 
statements and help answer questions. 
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Comments on director financial literacy 
 
• From what I read of the round 1 results and from the questions asked in this survey, I think that 
too broad a definition of financial literacy has been taken. I am highly financially literate, though 
not an accounting professional. I was familiar with every concept identified in this survey, 
although, as a Canadian, in a few spots (not many) I found the Australian terminology unfamiliar 
and had to consult the glossary. The same could not be said, I am quite sure, for the vast majority 
of my director peers, most of whom I would describe as financially literate.     
• I would offer a narrower definition of financial literacy. Mine is drawn from the analogue of 
“literacy,” defined as the ability to read and write. Rather than either familiarity with financial 
management concepts or with a body of financial knowledge (the equivalent of being literate in 
the sense of well read, rather than literate in the sense of being able to read), for me, “financial 
literacy” is the ability to read and understand a complete set of financial statements, unaided.  
• Pursuing the analogy, people with low literacy can sometimes (often?) follow along, taking their 
cues from the people around them and drawing upon knowledge they already hold of the subject 
written about. Inevitably, however, there will be important gaps in their understanding and, 
crucially, they will have little, if any, independent ability to make their way through a written text. 
Similarly, people with limited financial literacy, understood as the ability to read a financial 
statement, can usually grasp key notions, such as the need to have cash on hand and the 
importance of earning a profit or following a budget.  
• They can often follow along in financial conversations, even seeming to contribute, as long as the 
topic is confined to earnings and return on investment. But there will be important gaps in their 
understanding and, if left alone with nothing but an audited financial statement to go on, they 
will be unable to decipher the organization’s financial story. I find that the gaps always start with 
an inability to understand, conceptually, a balance sheet. That lack of understanding leads to 
profound confusion, for instance, over the difference between cash and income (or surplus) and 
the difference between a deficit and a debt. People often assume that a business is fine as long as 
it has cash. But the cash it has may effectively belong to others, e.g., its suppliers, a lender or the 
shareholders.  
• People may also fail to understand that a business with a surplus can be illiquid. It may have its 
resources tied up in capital assets or accounts or loans receivable. The relationship between cash 
and income is not instantly obvious from looking at the statements, especially where the business 
is complex. It has to be deciphered. (This is where the statement of cash flows comes in, a 
statement, I find, that draws little interest on the part of most readers, which is telling in itself.)     
• Financial literacy, as I have defined it, is not sufficient in itself for a director to take an effective 
part in governing an organization, just as the ability to read doesn’t, by itself, ensure that a person 
will understand Pride and Prejudice. But literacy is undeniably necessary if one is to get anything 
at all out of a literary work and if a board is to have a modicum of independence from 
management.  
• The distinction I am making is important. A person who understands a financial statement 
conceptually can gradually acquire a great deal of financial knowledge and can move from reading 
statements for a simple economic entity to a complex one, without taking an accounting degree. 
If instead we define financial literacy as financially well read, we will look for more and more 
accountants to serve as directors, at the expense of other essential qualities. 
• Conversely, a business person may understand many of the financial concepts you ask about in 
this survey, while being fundamentally financially illiterate, i.e., not understanding a balance 
sheet. 
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Comments on director financial literacy 
 
• A comment/thought that came to mind when I completed this questionnaire was that at some 
point, a director should be able to rely upon the expertise provided by executive management.   
• In saying this, I believe that such expertise will affect the level of knowledge that a director may 
need. 
• That is, if the director and board are satisfied of the level of competency and integrity of the 
executives supplying financial information to the board, they may need less "depth" of knowledge 
as comprehensive information and explanation from a trusted source is being supplied to them.   
• It is a fact therefore that before I would become a director I would need to be convinced that the 
executives, particularly CEO and CFO were capable.  My answers here are based on this principle.  
If however this was not the case then both the required level of knowledge would need to be 
higher (and more than likely a change to occur within the executive structure!!)     
• Additionally, I think that both a CEO and CFO should be part of the educative process for board 
members in addition to external (i.e. external auditors) assistance to uplift directors’ knowledge. 
Table 3 Additional comments on director financial literacy 
 
 
Question 12: If you have any additional comments relating to the Delphi study, including this 
questionnaire, then please enter them in the text box below? 
 
Four (4) experts provided additional comments on the Delphi study. These comments along with 
responses from the QUT project team are presented in Table 4. 
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Comments on the Delphi study 
 
Response from QUT Research team 
• None at this stage. - 
• The font in these response boxes could be a 
little larger in order to ease the strain on 
one's eyeballs! 
• Agree! Options for changing the font were 
not available when we developed the 
questionnaires for Round 1 and 2. With a 
new release of the software used for this 
Study we are now able to increase the font 
size on closed questions. The font has been 
increased in the Round 3 questionnaire. 
• Well-constructed questionnaire.  
• I am not sure what you are hoping to find 
out from all of this so I do not understand 
the context of the questions we answered. I 
will be interested to see the final report or 
the thesis if it is for a PhD. The next question 
is how do we make these findings useful in 
getting Directors better educated in the 
future about finances?  Thanks for the 
opportunity to participate and good luck 
with the research. 
• Thank you for your ongoing interest in this 
research and its practical application. This 
Delphi study is part of a Research Masters. 
The aim is to develop the conceptual 
framework for director financial literacy. 
This research will be continued as part of a 
PhD from 2015. The PhD will involve 
designing a test that will draw on the 
concept inventory approach successfully 
used for over 20 years in science and 
information technology fields. The test will 
be developed and applied to assess 
director financial literacy within a yet to be 
defined sample.  A copy of both theses will 
be made available to all participants along 
with any publications arising from this 
research project. It is anticipated that the 
test developed from this research may be 
used as a pre and post training assessment 
to measure learning effects and help with 
the design and delivery of director 
education. The test also has potential use 
as a recruitment screening tool and means 
for assessing board capability. 
• A large percentage of small and medium size 
non-profit boards are filled with non- 
accountants.      
• Yes, these board members should have 
better financial literacy - but they often 
bring crucial contacts and 
fundraising/marketing/IT skills.     
• Accountants (of which I am not one) on 
these boards should understand that they 
need to take an active role in explaining the 
implications of financial statements to the 
other board members. 
• Noted for further consideration when 
analysing data for Masters thesis and 
future data collection 
Table 4:  Additional comments on the Delphi study 
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Appendix I: Round Two descriptive statistics 
 Concepts rated N Missing 
values 
Mean Median Mode Standard. 
Deviation 
Variance Range Mean 
rank 
1. Q1 Solvency 32 0 2.97 3.00 3 .177 .031 1 1 
2. Q3 balance sheet 32 0 2.63 3.00 3 .492 .242 1 2 
3. Q3 Directors declaration 32 0 2.63 3.00 3 .793 .629 3 2 
4. Q1 Capacity to service 
debt 
32 0 2.59 3.00 3 .560 .314 2 4 
5. Q1 Financial position 32 0 2.59 3.00 3 .560 .314 2 4 
6. Q4 Profit/Loss 32 0 2.59 3.00 3 .499 .249 1 4 
7. Q3 income statement 32 0 2.56 3.00 3 .504 .254 1 7 
8. Q3 cash flow statement 32 0 2.56 3.00 3 .504 .254 1 7 
9. Q1 Liquidity 32 0 2.53 3.00 3 .567 .322 2 9 
10. Q2 Going concern 30 2 2.50 3.00 3 .630 .397 2 10 
11. Q4 Income 32 0 2.50 3.00 3 .568 .323 2 10 
12. Q4 Liabilities 32 0 2.50 3.00 3 .622 .387 2 10 
13. Q3 Financial statements 32 0 2.50 3.00 3 .622 .387 2 10 
14. Q4 Equity 32 0 2.47 2.50 3 .567 .322 2 14 
15. Q4 Cash flow 32 0 2.47 2.00 2 .507 .257 1 14 
16. Q2 Audit opinion 32 0 2.44 3.00 3 .669 .448 2 16 
17. Q4 Assets 32 0 2.44 2.50 3 .619 .383 2 16 
18. Q4 Expenses 32 0 2.44 2.00 2 .564 .319 2 16 
19. Q1 Financial 
sustainability 
32 0 2.41 2.00 2 .499 .249 1 19 
20. Q3 relationships between 
statements 
32 0 2.38 2.00 3 .660 .435 2 20 
21. Q1 Profitability 32 0 2.38 2.00 2 .492 .242 1 20 
22. Q4 Accounts payable 32 0 2.34 2.00 2 .602 .362 2 22 
23. Q4 Accounts receivable 32 0 2.34 2.00 2 .602 .362 2 22 
24. Q4 Current liabilities 32 0 2.31 2.00 2 .644 .415 2 24 
25. Q4 NPAT 32 0 2.28 2.00 2 .772 .596 3 25 
26. Q4 Current Assets 32 0 2.28 2.00 2 .634 .402 2 25 
27. Q1 Financial risk 32 0 2.25 2.00 2 .622 .387 2 27 
28. Q3 Notes 32 0 2.25 2.00 2 .568 .323 2 27 
29. Q3 relationship Notes 
Statements 
32 0 2.25 2.00 2 .672 .452 2 27 
30. Q5 Working capital 32 0 2.25 2.00 2 .508 .258 2 27 
31. Q4 Operating cash flow 
surplus 
32 0 2.22 2.00 2 .608 .370 2 31 
32. Q4 Cash 32 0 2.19 2.00 2 .693 .480 2 32 
33. Q4 Cash flow – operating  32 0 2.19 2.00 2 .738 .544 2 32 
34. Q2 Internal controls 32 0 2.16 2.00 2 .723 .523 2 34 
35. Q4 Noncurrent assets 32 0 2.13 2.00 2 .609 .371 2 35 
36. Q4 Noncurrent liabilities 32 0 2.13 2.00 2 .609 .371 2 35 
37. Q4 Retained earnings 32 0 2.13 2.00 2 .833 .694 3 35 
38. Q4 Reserves 32 0 2.09 2.00 3 .818 .668 2 38 
39. Q2 Decision usefulness 30 2 2.07 2.00 2 .691 .478 2 39 
40. Q2 Contingent liabilities 32 0 2.06 2.00 2 .619 .383 2 40 
41. Q2 Impairment 32 0 2.06 2.00 2 .759 .577 3 40 
42. Q4 Cash Flow - financing 32 0 2.06 2.00 2 .716 .512 2 40 
43. Q4 Cash Flow - investing 32 0 2.06 2.00 2 .716 .512 2 40 
44. Q5 Current ratio 32 0 2.06 2.00 2 .801 .641 3 40 
45. Q4 Provisions 31 1 2.03 2.00 2 .605 .366 2 45 
46. Q2 Off-balance sheet 
items 
32 0 2.03 2.00 2 .822 .676 3 45 
47. Q3 true fair view 32 0 2.03 2.00 2 .740 .547 2 45 
48. Q2 Classification 32 0 2.00 2.00 2 .762 .581 2 48 
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 Concepts rated N Missing 
values 
Mean Median Mode Standard. 
Deviation 
Variance Range Mean 
rank 
49. Q3 Accounting equation 30 2 2.00 2.00 2 .743 .552 2 48 
50. Q4 Depreciation 32 0 2.00 2.00 2 .672 .452 2 48 
51. Q4 EBITDA 32 0 1.97 2.00 3 .897 .805 3 51 
52. Q3 Statement of changes 
in equity 
32 0 1.97 2.00 2 .782 .612 2 51 
53. Q4 Grants 32 0 1.97 2.00 2 .782 .612 2 51 
54. Q5 Debt to equity 32 0 1.97 2.00 2 .861 .741 3 51 
55. Q5 Gross profit margin 32 0 1.97 2.00 2 .740 .547 2 51 
56. Q4 EBT 32 0 1.94 2.00 3 .948 .899 3 56 
57. Q3 limitations statements 32 0 1.94 2.00 2 .669 .448 2 56 
58. Q4 EBIT 32 0 1.94 2.00 2 .914 .835 3 56 
59. Q2 Reporting quality 31 1 1.94 2.00 2 .854 .729 3 56 
60. Q2 Misstatement 31 1 1.94 2.00 2 .929 .862 3 56 
61. Q2 Accrual accounting 32 0 1.91 2.00 2 .689 .475 2 61 
62. Q2 Materiality 32 0 1.91 2.00 2 .856 .733 3 61 
63. Q5 EBIT margin 32 0 1.91 2.00 2 .893 .797 3 61 
64. Q5 Interest cover 32 0 1.91 2.00 2 .734 .539 2 61 
65. Q5 Return on assets 
(ROA) 
32 0 1.91 2.00 2 .818 .668 3 61 
66. Q5 Return on equity 
(ROE) 
32 0 1.91 2.00 2 .893 .797 3 61 
67. Q4 Issued capital 32 0 1.88 2.00 2 .833 .694 3 67 
68. Q4 Tax liabilities 32 0 1.88 2.00 1 .871 .758 3 67 
69. Q2 Capitalisation 32 0 1.84 2.00 2 .723 .523 2 69 
70. Q4 Leases 32 0 1.84 2.00 2 .723 .523 2 69 
71. Q2 Reporting entity 31 1 1.84 2.00 1 .860 .740 3 69 
72. Q4 Amortisation 32 0 1.81 2.00 2 .592 .351 2 72 
73. Q4 Intangible assets 32 0 1.81 2.00 2 .693 .480 2 72 
74. Q4 Share-based 
remuneration 
32 0 1.75 2.00 2 .950 .903 3 74 
75. Q2 Fair value 32 0 1.72 2.00 2 .772 .596 3 75 
76. Q4 Dividends 32 0 1.72 2.00 2 .888 .789 3 75 
77. Q5 Days receivable 32 0 1.72 2.00 2 .772 .596 3 75 
78. Q5 Quick ratio 32 0 1.72 2.00 2 .772 .596 3 75 
79. Q2 Asset valuation 32 0 1.72 2.00 2 .772 .596 3 75 
80. Q4 Tax assets 32 0 1.72 2.00 1 .888 .789 3 75 
81. Q2 Accounting policies 31 1 1.71 2.00 2 .693 .480 2 81 
82. Q2 Matching 30 2 1.70 2.00 1 .702 .493 2 82 
83. Q2 General purpose vs 
special purpose financial 
reports 
32 0 1.69 2.00 1 .859 .738 3 83 
84. Q2 Recognition 30 2 1.67 2.00 1 .802 .644 3 84 
85. Q4 Financial instruments 32 0 1.66 2.00 2 .745 .555 3 85 
86. Q5 Days creditors 32 0 1.66 2.00 2 .745 .555 3 85 
87. Q2 Historical cost 31 1 1.65 2.00 2 .608 .370 2 87 
88. Q2 Consolidation 32 0 1.56 1.50 1 .716 .512 3 88 
89. Q5 Days inventory 32 0 1.53 1.50 1 .761 .580 3 89 
90. Q4 Sinking fund 32 0 1.50 1.50 1 .950 .903 3 90 
91. Q5 Cash gross margin 32 0 1.50 1.00 1 .718 .516 3 90 
92. Q5 Sales to assets 32 0 1.44 1.00 1 .840 .706 3 92 
93. Q4 Derivatives 32 0 1.38 1.00 1 .660 .435 3 93 
94. Q2 Tax accounting 31 1 1.32 1.00 1 .832 .692 3 94 
95. Q2 Discounted cash flows 31 1 1.32 1.00 1 .541 .292 2 95 
96. Q2 Double-entry 
bookkeeping 
31 1 1.29 1.00 1 .864 .746 3 96 
97. Q2 Accounting standards 32 0 1.13 1.00 1 .707 .500 3 97 
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Appendix J: Round Two cross-tabulation analysis by expertise 
Question 1: Financial judgements 
The cross-tabulation analysis conducted on each of the seven items in Question 1 generated 
statistically significant results for the two of the items in Question 1 – ‘financial position’ and 
‘profitability’. 
 
Item N Chi-square df Asym. Sig 
(2-sided) 
Fisher’s exact Test Phi   
 
Approx. 
Sig 
(2-
sided) 
(1-
sided) 
1. Capacity to service 
debt 
32 .03 1 .85 1.00 .57 .03 .85 
2. Financial position 32 4.1 1 .04 .07 .05 .36 .04 
3. Financial risk a 32 .38 1 .54 .71 .41 .11 .54 
4. Financial 
sustainability 
32 .25 1 .62 .73 .45 .09 .62 
5. Liquidity 32 1.81 1 .18 .28 .16 .24 .18 
6. Profitability 32 5.72 1 .02 .03 .02 .42 .02 
7. Solvency a 32 1.327 1 .25 .44 .44 .20 .25 
Table 1: Cross-tabulation analysis results for question 1 with a denoting expected frequencies 
violations occurred and the Fisher Exact test (Sig 2-sided) was used. 
 
Question 2: Accounting practices 
The cross-tabulation analysis conducted on each of the 26 items in Question 2 generated statistically 
significant results for only one item – ‘audit opinion’ (Table 2). Results were not generated for the 
item ‘discounted cash flows’ because none of the experts selected this item as a ‘must know’ 
concept for director financial literacy.  
 
Item N Chi-
square 
df Asym. Sig 
(2-sided) 
Fisher’s exact Test Phi   
 
Approx. 
Sig 
(2-
sided) 
(1-
sided) 
1. Accounting policies 
a 
32 3.56 1 .06 .11 .09 .33 .06 
2. Accounting 
standards a 
32 1.66 1 .20 .49 .31 .23 .20 
3. Accrual accounting a 32 2.20 1 .14 .20 .15 .26 .14 
4. Asset valuation a 32 4.61 1 .03 .05 .04 .38 .03 
5. Audit opinion 32 6.03 1 .01 .03 .02 .43 .01 
6. Capitalisation a 32 2.20 1 .14 .20 .15 .26 .14 
7. Classification a 32 .55 1 .46 .69 .37 .13 .46 
8. Consolidation a 32 .15 1 .70 1.00 .57 .07 .70 
9. Contingent 
liabilities a 
32 .84 1 .36 .43 .32 .16 .36 
10. Decision-usefulness 
a 
32 4.23 1 .04 .05 .05 .36 .04 
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Item N Chi-
square 
df Asym. Sig 
(2-sided) 
Fisher’s exact Test Phi   
 
Approx. 
Sig 
(2-
sided) 
(1-
sided) 
11. Double-entry 
bookkeeping a 
32 .15 1 .70 1.00 .60 .07 .70 
12. Fair value a 32 1.36 1 .24 .36 .26 .21 .24 
13. Going concern a 32 .10 1 .75 1.00 .52 .05 .75 
14. GPFR vs SPFR a 32 .33 1 .57 .67 .46 .10 .57 
15. Historical cost a 32 .03 1 .85 1.00 .69 .03 .85 
16. Impairment a 32 .55 1 .46 .70 .37 .13 .46 
17. Internal control a 32 1.85 1 .17 .27 .16 .24 .17 
18. Matching a 32 3..56 1 .06 .11 .08 .33 .06 
19. Materiality a 32 .00 1 .96 1.00 .63 -.009 .960 
20. Misstatement a 32 .55 1 .46 .70 .37 -.13 .46 
21. Off-balance sheet 
items a 
32 .08 1 .77 1.00 .54 .05 .77 
22. Recognition a 32 .64 1 .43 .63 .38 -.14 .43 
23. Reporting entity a 32 1.52 1 .22 .41 .21 .22 .22 
24. Reporting quality a 32 1.52 1 2.20 .41 .21 .22 .22 
25. Tax accounting a 32 1.66 1 .20 .50 .31 .23 .20 
Table 2: Cross-tabulation analysis results for question 2 with a denoting expected frequencies 
violations occurred and the Fisher Exact test (Sig 2-sided) was used. 
 
Question 3: Financial reports - relationships 
The cross-tabulation analysis conducted on each of the 12 items in Question 3 generated statistically 
significant results for two items - ‘balance sheet’ and ‘cash flow statement’. 
 
Item N Chi-square df Asym. Sig 
(2-sided) 
Fisher’s exact Test Phi   
 
Approx. 
Sig 
(2-
sided) 
(1-
sided) 
1. Accounting 
equation a 
32 1.52 1 .22 .41 .21 .22 .22 
2. Balance sheet 32 7.62 1 .01 .01 .01 .49 .01 
3. Income statement 32 1.81 1 .20 .28 .16 .24 .18 
4. Cash flow 
statement 
32 4.26 1 .04 .07 .04 .37 .04 
5. Changes in equity a 32 .55 1 .46 .69 .37 .13 .46 
6. Relationships 
between 
statements 
32 3.35 1 .07 .09 .07 .32 .07 
7. Notes a 32 3.33 1 .07 .12 .07 .32 .07 
8. Relationship 
between notes and 
statements 
32 2.74 1 .10 .15 .10 .30 .10 
9. Directors’ 
declaration a 
32 1.52 1 .22 .25 .21 .22 .22 
10. Limitations of 
statements a 
32 2.20 1 .14 .20 .15 .26 .14 
11. True and fair view a 32 .55 1 .46 .69 .37 .13 .46 
12. Purpose of financial 32 .51 1 .48 .72 .36 .13 .48 
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Item N Chi-square df Asym. Sig 
(2-sided) 
Fisher’s exact Test Phi   
 
Approx. 
Sig 
(2-
sided) 
(1-
sided) 
statements 
Table 3: Cross-tabulation analysis results for question 3 with a denoting expected frequencies 
violations occurred and the Fisher Exact test (Sig 2-sided) was used. 
 
Question 4: Financial statements 
The cross-tabulation analysis conducted on each of the 38 items in Question 4 generated statistically 
significant results for 15 items. 
 
Item N Chi-
square 
df Asym. Sig 
(2-sided) 
Fisher’s exact Test Phi Approx. 
Sig 
(2-
sided) 
(1-
sided) 
1. Accounts payable  32 1.50 1 .22 .29 .20 .22 .22 
2. Accounts receivable  32 1.50 1 .22 .29 .20 .22 .22 
3. Amortisation a 32 2.58 1 .11 .24 .17 .29 .11 
4. Assets 32 8.13 1 .00 .01 .01 .50 .00 
5. Cash a 32 8.18 1 .00 .01 .01 .51 .00 
6. Cash flow – 
financing a 
32 5.42 1 .02 .04 .02 .41 .02 
7. Cash flow - 
Investing a 
32 5.42 1 .02 .04 .02 .41 .02 
8. Cash flow - 
operating a 
32 2.74 1 .10 .15 .10 .29 .10 
9. Cash flow  32 3.35 1 .07 .09 .07 .32 .07 
10. Current assets  32 5.72 1 .02 .03 .02 .42 .02 
11. Current liabilities a 32 7.16 1 .01 .01 .01 .47 .01 
12. Depreciation a 32 3.16 1 .08 .10 .09 .31 .08 
13. Derivatives a 32 .80 1 .37 1.00 .56 .16 .37 
14. Dividends a 32 5.74 1 .02 .02 .02 .42 .02 
15. EBIT 32 3.33 1 .07 .12 .07 .32 .07 
16. EBITDA a 32 1.85 1 .17 .27 .16 .24 .17 
17. EBT a 32 4.45 1 .03 .06 .04 .37 .04 
18. Equity 32 2.03 1 .15 .29 .14 .25 .15 
19. Expenses  32 3.35 1 .07 .09 .07 .32 .07 
20. Financial 
instruments a 
32 3.56 1 .06 .11 .09 .33 .06 
21. Grants a 32 5.42 1 .02 .04 .02 .41 .02 
22. Income 32 10.04 1 .00 .00 .00 .56 .00 
23. Intangible assets a 32 1.36 1 .24 .36 .26 .21 .24 
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Item N Chi-
square 
df Asym. Sig 
(2-sided) 
Fisher’s exact Test Phi Approx. 
Sig 
(2-
sided) 
(1-
sided) 
24. Issued capital a 32 .84 1 .36 .43 .32 .16 .36 
25. Leases a 32 5.74 1 .02 .02 .02 .42 .02 
26. Liabilities  32 7.50 1 .01 .01 .01 .49 .01 
27. Non-current assets  
a 
32 8.30 1 .00 .00 .00 .51 .00 
28. Non-current 
liabilities a 
32 8.30 1 .00 .00 .00 .51 .00 
29. NPAT 32 2.33 1 .13 .17 .12 .27 .13 
30. Operating cash flow 
surplus a 
32 1.12 1 .29 .45 .25 .19 .29 
31. Profit/Loss 32 5.77 1 .02 .03 .02 .43 .02 
32. Provisions 32 5.74 1 .02 .02 .02 .42 .02 
33. Reserves 32 2.74 1 .10 .15 .10 .29 .10 
34. Retained earnings 32 2.74 1 .10 .15 .10 .29 .01 
35. Shared-based 
remuneration a 
32 .17 1 .68 1.00 .50 .07 .68 
36. Sinking fund a 32 .03 1 .85 1.00 .62 .03 .85 
37. Tax assets a 32 3.16 1 .07 .10 .09 .31 .08 
38. Tax liabilities a 32 2.36 1 .13 .24 .13 .27 .13 
Table 4: Cross-tabulation analysis results for question 4 with a denoting expected frequencies 
violations occurred and the Fisher Exact test (Sig 2-sided) was used. 
 
Question 5: Financial statements analysis 
The cross-tabulation analysis conducted on each of the 14 items in Question 5 generated statistically 
significant results for only one item – ‘current ratio’. 
 
Item N Chi-square df Asym. Sig 
(2-sided) 
Fisher’s exact Test Phi  
 
Approx. 
Sig 
(2-
sided) 
(1-
sided) 
Cash gross margin a 32 .15 1 .70 1.00 .60 .07 .70 
 Current ratio a 32 6.73 1 .01 .02 .01 .46 .01 
Days creditors a 32 .65 1 .42 .61 .40 .14 .42 
 Days inventory a 32 .15 1 .70 1.00 .60 .07 .70 
Debt-to-equity a 32 .55 1 .46 .69 .37 .13 .46 
Days receivable a 32 1.36 1 .24 .36 .26 .21 .24 
EBIT margin a 32 .55 1 .46 .69 .37 .13 .46 
Gross profit margin a 32 .17 1 .68 1.00 .50 .07 .68 
Interest cover a 32 .84 1 .36 .43 .32 .16 .36 
Quick ratio a 32 .65 1 .42 .61 .40 .14 .42 
Return on assets a 32 3.16 1 .08 .10 .09 .31 .08 
Return on equity a 32 4.23 1 .04 .05 .05 .36 .04 
Sales to assets 32 2.58 1 .11 .24 .17 .28 .11 
Working capital 32 2.36 1 .13 .24 .13 .27 .13 
Table 5: Cross-tabulation analysis results for question 5 with a denoting expected frequencies 
violations occurred and the Fisher Exact test (Sig 2-sided) was used. 
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Appendix K: Round Two cross-tabulation analysis by Sector 
Question 1: Financial judgements 
The cross-tabulation analysis conducted on each of the seven items in Question 1 did not generate 
any statistically significant results. This indicates that the selection of items by experts was not 
associated with sector experience.  
 
Item N Chi-square df Asym. Sig 
(2-sided) 
Fisher’s exact Test Phi Approx. 
Sig 
(2-
sided) 
(1-
sided) 
1. Capacity to service 
debt 
32 .53 1 .47 .72 .36 -.13 
1.3 
.47 
2. Financial position 32 .53 1 .47 .72 .36 1.3 .47 
3. Financial risk a 32 1.25 1 .26 .46 .23 .2 .26 
4. Financial 
sustainability 
32 .13 1 .72 1.00 .50 .06 .72 
5. Liquidity 32 .51 1 .48 .72 .36 -.13 
1.3 
.48 
6. Profitability 32 .51 1 .48 .72 .36 -.13 
1.3 
.48 
7. Solvency a 32 1.03 1 .31 1.00 .50 .18 .31 
Table 1: Cross-tabulation analysis results for question 1 and sector with a denoting expected 
frequencies violations occurred and the Fisher Exact test (Sig 2-sided) was used. 
 
Question 2: The preparation and presentation of financial reports 
The cross-tabulation analysis conducted on each of the 26 items in Question 2 did not generate any 
statistically significant results. This indicates that the selection of items by experts was not 
associated with sector experience. Results were not generated for the item ‘discounted cash flows’ 
because none of the experts selected this item as a ‘must know’ concept for director financial 
literacy.  
 
Item N Chi-square df Asym. Sig 
(2-sided) 
Fisher’s exact Test Phi   
 
Approx. 
Sig 
(2-
sided) 
(1-
sided) 
1. Accounting policies a 32 .00 1 1.00 1.00 .70 .00 1.00 
2. Accounting standards  32 .00 1 1.00 1.00 .76 .00 1.00 
3. Accrual accounting a 32 3.29 1 .07 .17 .09 .32 .07 
4. Asset valuation a 32 2.13 1 .14 .33 .17 -.26 .14 
5. Audit opinion 32 .13 1 .72 1.00 .500 -.06 
. 
.72 
6. Capitalisation a 32 .00 1 1.00 1.00 .67 .00 1.00 
7. Classification a 32 1.39 1 .24 .43 .22 .21 .24 
8. Consolidation a 32 .37 1 .54 1.00 .50 .11 .54 
9. Contingent liabilities a 32 .18 1 .67 1.00 .50 .08 .67 
10. Decision-usefulness a 32 .67 1 .41 .69 .34 .14 .41 
11. Double-entry 
bookkeeping a 
32 .37 1 .54 1.00 .50 -.11 
 
.54 
12. Fair value a 32 2.13 1 .14 .33 .17 -.26 
 
.14 
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Item N Chi-square df Asym. Sig 
(2-sided) 
Fisher’s exact Test Phi   
 
Approx. 
Sig 
(2-
sided) 
(1-
sided) 
13. Going concern  32 1.13 1 .29 .48 .24 -.19 
 
.29 
14. GPFR vs SPFR a 32 .82 1 .37 .65 .33 .16 .37 
15. Historical cost a 32 2.13 1 .14 .48 .24 -.26 
.26 
.14 
16. Impairment a 32 1.39 1 .24 .43 .22 -.21 
 
.24 
17. Internal control  32 1.25 1 .27 .46 .23 .20 .26 
18. Matching a 32 1.14 1 .28 .60 .30 .19 .30 
19. Materiality a 32 3.87 1 .05 .11 .06 -.35 
 
.05 
20. Misstatement a 32 .16 1 .70 1.00 .50 -.07 
 
.70 
21. Off-balance sheet 
items  
32 .00 1 1.00 1.00 .65 .00 1.00 
22. Recognition a 32 .24 1 .63 1.00 .500 .09 .63 
23. Reporting entity a 32 .67 1 .41 .69 .34 .14 .41 
24. Reporting quality a 32 .67 1 .41 .69 .34 .14 .41 
25. Tax accounting a 32 .00 1 1.00 1.00 .76 .00 1.00 
Table 2: Cross-tabulation analysis results for question 2 with a denoting expected frequencies 
violations occurred and the Fisher Exact test (Sig 2-sided) was used. 
 
Question 3: Financial reports 
The cross-tabulation analysis conducted on each of the 12 items in Question 3 generated statistically 
significant results for only one item - ‘purpose of financial statements’. 
 
Item N Chi-square df Asym. Sig 
(2-sided) 
Fisher’s exact Test Phi   
 
Approx. 
Sig 
(2-
sided) 
(1-
sided) 
1. Accounting 
equation a 
32 .00 1 1.00 1.00 .66 .00 1.00 
2. Balance sheet 32 .533 1 .47 .72 .36 .13 .47 
3. Income statement 32 .51 1 .48 .72 .36 .13 .48 
4. Cash flow 
statement 
32 .00 1 1.00 1.00 .64 .00 1.00 
5. Changes in equity 
statement a 
32 .16 1 .69 1.00 .50 .07 .69 
6. Relationships 
between 
statements 
32 1.25 1 .72 1.00 .50 .06 .72 
7. Notes  32 .58 1 .47 .70 .35 -.1.4 
 
.45 
8. Relationship 
between notes and 
statements 
32 .00 1 1.00 1.00 .64 .00 1.00 
9. Directors’ 
declaration a 
32 .67 1 .41 .69 .34 -.14 
 
.41 
10. Limitations of 
statements a 
32 .00 1 1.00 1.00 .67 .00 1.00 
11. True and fair view a 32 .16 1 .69 1.00 .50 -.07 
 
.69 
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Item N Chi-square df Asym. Sig 
(2-sided) 
Fisher’s exact Test Phi   
 
Approx. 
Sig 
(2-
sided) 
(1-
sided) 
12. Purpose of financial 
statements 
32 7.75 1 .01 .01 .07 .49 .01 
Table 3: Cross-tabulation analysis results for question 3 with a denoting expected frequencies 
violations occurred and the Fisher Exact test (Sig 2-sided) was used. 
 
Question 4: Financial statements 
The cross-tabulation analysis conducted on each of the 38 items in Question 4 generated statistically 
significant results for only one item – ‘expenses’. 
 
Item N Chi-
square 
df Asym. 
Sig 
(2-sided) 
Fisher’s exact Test Phi  and 
Cramer’s 
V 
Approx. 
Sig 
(2-
sided) 
(1-
sided) 
1. Accounts payable  32 1.17 1 .47 .47 .24 .19 .28 
2. Accounts receivable  32 1.17 1 .47 .47 .24 .19 .28 
3. Amortisation a 32 .37 1 .54 1.0 .50  -.11 
.11 
.54 
4. Assets 32 .50 1 .48 .72 .36 .13 .48 
5. Cash  32 .14 1 .71 1.00 .50 -.07 
.07 
.71 
6. Cash flow – 
financing a 
32 .16 1 .69 1.0 .50 .07 .69 
7. Cash flow - 
Investing a 
32 .16 1 .69 1.0 .5 .07 .69 
8. Cash flow - 
operating a 
32 .53 1 .47 .72 .36 .13 .47 
9. Cash flow  32 1.13 1 .29 .48 .24 .19 .29 
10. Current assets  32 .53 1 .47 .72 .36 .13 .47 
11. Current liabilities  32 1.17 1 .28 .47 .24 .19 .28 
12. Depreciation a 32 .18 1 .67 1.00 .50 -.08 
.08 
.67 
13. Derivatives a 32 .1.03 1 .31 1.00 .50 -.18 
.18 
.37 
14. Dividends a 32 .82 1 .37 .65 .33 -.16 
.16 
.37 
15. EBIT 32 .00 1 1.00 1.00 .65 .00 1.00 
16. EBITDA  32 .14 1 .71 1.00 .50 .07 .71 
17. EBT  32 .14 1 .71 1.00 .50 .07 .71 
18. Equity 32 .00 1 1.00 1.00 .64 .00 1.00 
19. Expenses  32 6.15 1 .01 .03 .02 .44 .01 
20. Financial 
instruments a 
32 1.14 1 .29 .60 .30 -.19 
.19 
.29 
21. Grants a 32 1.29 1 .24 .43 .22 .21 .24 
22. Income 32 1.13 1 .2 .48 .24 .1 .29 
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Item N Chi-
square 
df Asym. 
Sig 
(2-sided) 
Fisher’s exact Test Phi  and 
Cramer’s 
V 
Approx. 
Sig 
(2-
sided) 
(1-
sided) 
23. Intangible assets a 32 2.13 1 .14 .33 .17 .26 .14 
24. Issued capital a 32 1.65 1 .20 .39 .20 .23 .20 
25. Leases a 32 .00 1 1.00 1.00 .67 .00 1.00 
26. Liabilities  32 2.03 1 .15 .29 .14 .25 .15 
27. Non-current assets  
a 
32 .67 1 .41 .69 .34 -.14 
.14 
.41 
28. Non-current 
liabilities a 
32 .67 1 .41 .69 .34 -.14 
.14 
.41 
29. NPAT 32 .51 1 .48 .72 .36 -.13 
.13 
.13 
30. Operating cash flow 
surplus  
32 .58 1 .45 .70 .35 .14 .45 
31. Profit/Loss 32 1.17 1 .28 .47 .24 -.20 
.20 
.28 
32. Provisions a 32 .82 1 .37 .65 .33 -.16 
.16 
.36 
33. Reserves 32 .00 1 1.00 1.00 .64 .00 1.00 
34. Retained earnings 32 .00 1 1.00 1.00 .64 .00 1.00 
35. Shared-based 
remuneration a 
32 .67 1 .41 .69 .34 -.14 
.14 
.41 
36. Sinking fund a 32 .24 1 .63 1.00 .50 -.09 
.09 
.63 
37. Tax assets a 32 .18 1 .67 1.00 .50 -.08 
.08 
.67 
38. Tax liabilities a 32 .16 1 .67 1.00 .50 .07 .69 
Table 4: Cross-tabulation analysis results for question 4 with a denoting expected frequencies 
violations occurred and the Fisher Exact test (Sig 2-sided) was used. 
 
Question 5: Financial indicators 
The cross-tabulation analysis conducted on each of the 14 items in Question 5 did not generate any 
statistically significant results. This indicates that the selection of items by experts was not 
associated with sector experience.  
 
Item N Chi-square df Asym. Sig 
(2-sided) 
Fisher’s exact Test Phi   
 
Approx. 
Sig 
(2-
sided) 
(1-
sided) 
1. Cash gross margina 32 .37 1 .54 1.00 .50 -.11 .54 
2. Current ratioa 32 .58 1 .47 .70 .35 -.14 .45 
3. Days creditorsa 32 1.14 1 .29 .60 .30 -.19 .42 
4. Days inventory a 32 .37 1 .54 1.00 .50 -.11 .54 
5. Debt-to-equity a 32 1.39 1 .24 .43 .22 -.21 .24 
6. Days receivable a 32 2.13 1 .14 .33 .17 -.26 .14 
7. EBIT margin a 32 .16 1 .69 1.00 .50 -.07 .69 
8. Gross profit margin a  32 .00 1 1.00 1.00 .66 .00 1.00 
9. Interest cover a 32 1.65 1 .20 .39 .20 -.23 .20 
10. Quick ratio a 32 4.57 1 .03 .10 .05 -.38 .03 
11. Return on assets a 32 4.57 1 .03 .08 .04 -.38 .03 
12. Return on equity a 32 2.67 1 .10 .22 .11 -.10 .04 
13. Sales to assets 32 .37 1 .54 1.00 .50 .11 .54 
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Item N Chi-square df Asym. Sig 
(2-sided) 
Fisher’s exact Test Phi   
 
Approx. 
Sig 
(2-
sided) 
(1-
sided) 
14. Working capital 32 1.55 1 .69 1.00 .50 .07 .69 
Table 5: Cross-tabulation analysis results for question 5 with a denoting expected frequencies 
violations occurred and the Fisher Exact test (Sig 2-sided) was used. 
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Appendix L: Round Three questionnaire 
Delphi 3 - Director Financial Literacy - 2014 - Final 
 
Introduction           
 
Welcome to the third round of the QUT Delphi study on director financial literacy.  The purpose of 
the Delphi study is to identify the minimum level of conceptual understanding required for each 
individual director working in any context to make sense of the financial information contained in 
financial reports.      
 
Our aim for this round of the Delphi study is to evaluate the ideas generated during Rounds 1 and 2 
of the study. If you wish to view the contributions made by you or your fellow experts during the 
previous rounds then please click on the following links: Round 2 Report (includes statistical analysis) 
and Round 1 Report.      
Instructions        
We expect it will take up to 15 minutes for you to complete 6 to 10 questions in this 
questionnaire.  This time may be shorter depending on your views and whether you participated in 
the previous rounds of the Delphi study.      
 
To look over the whole questionnaire click on [>> Forward] at the bottom of the page until you reach 
the submission page, which is the final page in this questionnaire. Please do not go beyond this page 
until you are ready to submit your final response. To go back through the questionnaire click on [<< 
Back] at the bottom of each page. To save your responses as you go click on [>> Forward].       
 
If you have any questions about this questionnaire please contact Jackie Bettington by email 
(j.bettington@qut.edu.au) or phone (+61 432 150 446).          
 
We look forward to receiving your responses by midnight AEST Wednesday 27 August 2014.  
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Part 1: Director financial literacy   
 
When responding to the questions in Part 1 please consider the minimum level of conceptual 
understanding required for each individual director working in any context to be financially literate 
when doing board work. The focus is novice directors without a background in finance or 
accounting.        
 
This part of the questionnaire consists of three questions:          
• Question 1 asks you to review the items from Round 2 that were rated by 50% or more of the panel of 
experts as ‘must know’ concepts for director financial literacy;    
• Question 2 asks you identify the concepts that novice directors tend to initially experience more 
difficulty in understanding when doing board work; and   
• Question 3 asks you to evaluate a checklist for novice directors to use when reading financial 
reports.       
 
For your reference a glossary of definitions or descriptions for each of the terms used in this 
questionnaire is provided at this link: Glossary. This glossary is the same one distributed during 
Round 2 of this Study. 
 
 
Question 1: To what extent do you agree that each individual director must have at least a conceptual understanding of 
the following items? 
The order of these items is not significant. 
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 Strongly 
Disagree 
(71) 
Disagree 
(72) 
Somewhat 
Disagree 
(73) 
Neither 
Agree nor 
Disagree 
(74) 
Somewhat 
Agree (75) 
Agree  
(76) 
Strongly 
Agree (77) 
Solvency (1)               
Directors 
declaration (2)               
Capacity to 
service debt (11)               
Audit opinion 
(20)               
Balance sheet 
(18)               
Income 
statement (17)               
Statement of 
cash flows (49)               
Reserves (50)               
Budget or 
forecasts vs 
actuals (51) 
              
Going concern 
assumption (52)               
Financial 
position (53)               
Liquidity (54)               
Three key 
components of 
the balance 
sheet - assets, 
liabilities and 
equity (56) 
              
Three key 
components of 
the income 
statement - 
income, 
expenses and 
profit/loss (57) 
              
Purpose of each 
financial 
statement and 
the relationships 
between them 
(58) 
              
Profit vs cash at 
the bank (59)               
Three key 
components of 
the statement of 
cash flows - 
operating, 
financing and 
investing 
activities (60) 
              
The meaning 
and implications 
of different 
measures of 
profit e.g. EBIT, 
EBITDA, NPAT or 
NOPAT. (61) 
              
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Additional comments (1) 
 
Question 2: How likely are novice directors without a background in accounting or finance to initially misunderstand or 
misuse the following concepts when doing board work?    
 
The order of these items is not significant. 
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 Very 
Unlikely 
(104) 
Unlikely 
(105) 
Somewhat 
Unlikely (106) 
Neutral 
(107) 
Somewhat 
Likely (108) 
Likely 
(109) 
Very 
Likely 
(110) 
Solvency (1)               
Directors 
declaration (2)               
Capacity to 
service debt (11)               
Audit opinion 
(20)               
Balance sheet 
(18)               
Income 
statement (17)               
Statement of 
cash flows (49)               
Reserves (50)               
Budget or 
forecasts vs 
actuals (51) 
              
Going concern 
assumption (52)               
Financial position 
(53)               
Liquidity (54)               
Three key 
components of 
the balance sheet 
- assets, liabilities 
and equity (56) 
              
Three key 
components of 
the income 
statement - 
income, expenses 
and profit/loss 
(57) 
              
Purpose of each 
financial 
statement and 
the relationships 
between them 
(58) 
              
Profit vs cash at 
the bank (59)               
Three key 
components of 
the statement of 
cash flows - 
operating, 
financing and 
investing 
activities (60) 
              
The meaning and 
implications of 
different 
measures of 
profit e.g. EBIT, 
EBITDA, NPAT or 
NOPAT (61) 
              
 
Additional comments (2)  
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Question 3: To what extent do you agree that each of the following questions provides a useful framework for novice directors to 
independently read, analyze and form an opinion about the financial reports and the financial health of the organisation?  
 
 The order of these questions is not significant. 
 Strongly 
disagree 
(1) 
Disagree 
(2) 
Somewhat 
disagree 
(3) 
Neither 
agree or 
disagree 
(4) 
Somewhat 
agree (5) 
Agree (6) Strongly 
agree (7) 
Comments 
Are we making money from 
our operations? (102)               
 
Are we receiving enough 
cash from our operations to 
pay our short and long-term 
commitments? (103) 
               
Are we able to meet our 
long-term commitments to 
external parties? (100) 
               
Are we able to meet our 
short-term commitments? 
(101) 
               
Are we operating efficiently? 
(58)               
 
Are we managing our 
financial risks? (104)               
 
Are we protecting and 
improving our assets? (56)               
 
Are we operating as planned 
or forecast? (105)               
 
Are we spending and 
receiving money in a way 
that supports our mission, 
goals and values? (57) 
               
Are our financial plans and 
forecasts reasonable and 
appropriate for our 
organization? (138) 
               
Is the financial state of the 
organization reasonably 
reflected in the financial 
reports? (59) 
               
Have I fulfilled my duties of 
due care and diligence as 
they relate to financial 
governance? (60) 
               
Do I personally feel 
comfortable with approving 
the financial reports? (139) 
               
Enter additional question 
here (140)               
 
Enter additional question 
here (141)               
 
Enter additional question 
here (142)               
 
 
Additional comments (3) 
 
Part 2: About You   
 
Question 4: Did you participate in either the first or second round of this Delphi Study? 
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 Yes - you will go to question 9 as you have already answered these questions during Round 1 or 
Round 2. (1) 
 No (2) 
If Yes - you will go to questi... Is Selected, Then Skip To End of Block 
 
The following set of multiple choice questions seek some basic information about your professional 
perspective and experience. We will use this information to analyze the results from this round of 
the Delphi study. Our analysis will be included in the feedback we will send to all panellists following 
the closure of this Round of the Delphi study. We encourage you to answer each question, but you 
are free to skip any. 
 
Question 5: Which of the following groups describes your expertise?     
 
Please select all options that apply to you.        
• A practising accounting professional has formal post-graduate qualifications in accounting 
and experience as a practitioner or advisor in accounting, auditing or finance.   
• A practising board director has served on at least three boards within the past 10 years.   
• An educator has experience in developing, delivering, assessing, evaluating or reviewing 
formal and informal accounting or director education. Includes consultants, advisors and 
trainers in director and board education. 
 
 Practising accounting professional (1) 
 Practising board director (2) 
 An educator (3) 
 Other (please specify below) (4) ____________________ 
 
 
Question 6: Which one of the following groups most accurately describes your expertise?      
  
Only one option may be selected from this list.     
• A practising accounting professional has formal post-graduate qualifications in accounting 
and experience as a practitioner or advisor in accounting, auditing or finance.   
• A practising board director has served on at least three boards within the past 10 years.   
• An educator has experience in developing, delivering, assessing, evaluating or reviewing 
formal and informal accounting or director education. Includes consultants, advisors and 
trainers in director and board education. 
    
 Practising accounting professional (1) 
 Practising board director (2) 
 An educator (3) 
 Other (please specify below) (4) ____________________ 
 
Question 7: In which sectors have you worked as either as an accounting professional, a board 
director or an educator?      
 
Please select all options that apply to you. 
 For-profit (1) 
 Nonprofit (2) 
 Public sector (government) (3) 
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Question 8: In which sector have you worked the most as either an accounting professional, a 
board director or an educator?      
 
You may select only one response. 
 For-profit (1) 
 Nonprofit (2) 
 Public sector (government) (3) 
 
Part 3: Additional comments   
 
Question 9: If you have any additional comments relating to the minimum level of conceptual 
understanding required for director financial literacy, then please enter them in the text box 
below? 
 
Question 10: If you have any additional comments relating to the Delphi study, including this 
questionnaire, then please enter them in the text box below? 
 
 
Consent      
 
I understand my right to choose whether to participate in this study and that the information I 
submit will be handled confidentially. I give my consent for the use of the data I submit for the 
purpose of developing a test for director financial literacy and related publications. 
 Yes (1) 
 No (2) 
 
Submission   
 
To go back and review your responses click on [<<  Back] at the bottom of the page.  To submit your 
responses click on  [>> Forward] at the bottom of the page.  Once you click on [>> Forward] you will 
not be able to access your responses. 
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Appendix M: Round Three design of the applied framework for Question 3 in 
the questionnaire 
 
Questions Themes Codes/Concepts from Round One and 
Round Two 
1. Are we protecting and 
improving our assets? 
Strategic aspects 
Content of financial statements 
Financial statements analysis 
Preparation and presentation 
Financial sustainability 
Assets 
Balance sheet 
Asset valuation 
Depreciation 
Trends 
2. Are we spending and 
receiving money in a way that 
supports our mission, goals 
and values? 
Contextual factors 
Content of financial statements 
Income Statement 
Income 
Expenses 
Organisational attributes 
3. Are we operating 
efficiently? 
Financial statements analysis 
Strategic aspects 
Ratios 
Indicators 
Performance 
Income statement 
4. Is the financial state of the 
organization reasonably 
reflected in the financial 
reports? 
Strategic aspects 
Preparation and presentation 
Contextual factors 
Financial story 
Mistatement 
True and fair view 
5. Have I fulfilled my duties of 
due care and diligence as they 
relate to financial 
governance? 
Preparation and presentation 
Contextual factors 
Directors duties 
Financial governance 
Compliance 
6. Are we able to meet our 
long-term commitments to 
external parties? 
Strategic aspects 
Financial statements analysis 
Content of financial statements 
Financial sustainability 
Capacity to service debt 
Financial risk 
Indicators 
Ratios 
Cash flow forecasts 
Budgets 
Balance sheet 
7. Are we able to meet our 
short-term commitments? 
Strategic aspects 
Preparation and presentation 
Financial statements analysis 
Contextual factors 
Content of financial statements 
Capacity to service debt 
Solvency 
Liquidity 
Going concern 
Cash flow 
Current ratio 
Cash flow statement 
Balance sheet 
8. Are we making money from 
our operations? 
Strategic aspects 
Financial statements analysis 
Content of financial statements 
Profit 
Performance 
Profitability 
Income statement 
9. Are we receiving enough 
cash from our operations to 
pay our short and long-term 
commitments? 
Strategic aspects 
Financial statements analysis 
Preparation and presentation 
Content of financial statements 
Solvency 
Liquidity 
Financial sustainability 
Ratios 
Going concern 
Cash flow statements 
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Questions Themes Codes/Concepts from Round One and 
Round Two 
Balance sheet 
Budgets 
10. Are we managing our 
financial risks? 
Strategic aspects 
Contextual factors 
Financial risks 
Manage risks 
Balance sheet 
Notes 
11. Are we operating as 
planned or forecast? 
Financial statements analysis Budget and forecasts vs actuals 
12. Are our financial plans and 
forecasts reasonable and 
appropriate for our 
organization? 
Financial statements analysis 
Strategic aspects 
Contextual factors 
Budget and forecasts vs actuals 
Trends 
Variations 
Indicators 
Financial story 
Organisational attributes 
13. Do I personally feel 
comfortable with approving 
the financial reports? 
Contextual factors 
Preparation and presentation 
Directors duties 
Directors declaration 
True and fair view 
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Introduction 
The purpose of the QUT Delphi study on director financial literacy is to identify the minimum level of 
conceptual understanding required for each individual director working in any context to make sense 
of the financial information contained in financial reports. 
 
This report presents the collated responses submitted during Round 3 and some basic statistical 
analysis of those responses. During Round 3 the expert panel evaluated the ideas generated during 
Rounds 1 and 2 of the study.  The statistical analysis contained in this report indicate the extent of 
agreement within the expert panel.  
Of the 39 experts who were invited to participate in Round 3 of the study, 33 of the experts 
submitted responses to the questionnaire. This represents a response rate of 85%, which is a slight 
increase from the Round 2 response rate of 82% and the Round 1 response rate of 80%. 
 
Part 1: Director financial literacy 
This part of the questionnaire consisted of three questions:          
• Question 1 asked experts to review the items from Round 2 that were rated by 50% or more 
of the panel of experts as ‘must know’ concepts for director financial literacy;    
• Question 2 asked experts to identify the concepts that novice directors tend to initially 
experience more difficulty in understanding when doing board work; and   
• Question 3 asked experts to evaluate a checklist for novice directors to use when reading 
financial reports. This checklist was developed from the responses received during Round 1 
and Round 2 of the study. 
 
The focus of the study was novice directors without a background in finance or accounting.  In 
responding to questions experts were asked to consider the minimum level of conceptual 
understanding required for each individual director working in any context to be financially literate 
when doing board work.       
 
Question 1: Concepts directors must know 
 
Question 1: To what extent do you agree that each individual director must have at least a 
conceptual understanding of the following items?  
1. Solvency  
2. Directors declaration  
3. Capacity to service debt  
4. Audit opinion  
5. Balance sheet  
6. Income statement  
7. Statement of cash flows  
8. Reserves  
9. Budget or forecasts vs actuals  
10. Going concern assumption  
11. Financial position  
12. Liquidity  
13. Three key components of the balance sheet - assets, liabilities and equity  
14. Three key components of the income statement - income, expenses and profit/loss 
15. Purpose of each financial statement and the relationships between them  
16. Profit vs cash at the bank  
17. Three key components of the statement of cash flows - operating, financing and investing 
activities  
18. The meaning and implications of different measures of profit e.g. EBIT, EBITDA, NPAT or 
NOPAT.  
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The order in which items were presented was randomised. Responses to this question are shown in 
Figure 1 and followed by additional comments and suggestions made by individual members of the 
panel of experts. 
 
 
Figure 1: Rating of items in Question 1 shown from highest level of agreement (bottom of graph) to 
the lowest level of agreement (top of graph) 
 
Comments 
Comments provided by experts are shown below. 
• These are all essential elements that must be understood, in order to debate issues arising 
from the financial statements. They are not difficult concepts and directors do not need to 
know how to calculate them but they must understand what they mean. 
• Financial statements are based on measures that are not as critical as cash flow 
management and solvency because of factors such as capital expenditure versus operating 
costs, and matching costs with revenue for bodies receiving government subsidies, usually 
three months in advance or for capital purposes. Also the need to have a positive equity 
position and to make profits are essential for long term survival, and you must make profits 
even though you are a not-for-profit organisation. 
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• All of the above are important for all directors in the context of 'conceptual understanding'. 
This is not to say that this comprehensive level of understanding is a necessary pre-requisite 
to appointment as a director but needs to be addressed as a training priority where 
necessary. 
• These are all fundamental matters relating to financial literacy. 
• Having a grip on at least the purpose and relationship of the three key statements is very 
important. Given it is a lack of cash that will damage the business an understanding of how 
to read the cash flow statement is useful. 
• Understanding the conceptual elements is essential to a fuller understanding of the practical 
issues that will arise when interpreting financial data. 
Question 2: Difficulty 
 
Question 2: How likely are novice directors without a background in accounting or finance to 
initially misunderstand or misuse the following concepts when doing board work?    
Solvency  
1. Directors declaration  
2. Capacity to service debt  
3. Audit opinion  
4. Balance sheet  
5. Income statement  
6. Statement of cash flows  
7. Reserves  
8. Budget or forecasts vs actuals  
9. Going concern assumption  
10. Financial position  
11. Liquidity  
12. Three key components of the balance sheet - assets, liabilities and equity  
13. Three key components of the income statement - income, expenses and profit/loss 
14. Purpose of each financial statement and the relationships between them  
15. Profit vs cash at the bank  
16. Three key components of the statement of cash flows - operating, financing and investing 
activities  
17. The meaning and implications of different measures of profit e.g. EBIT, EBITDA, NPAT or 
NOPAT.  
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The order in which items were presented was randomised. Responses to this question are shown in 
Figure 2 followed by additional comments and suggestions made by individual members of the panel 
of experts. 
 
 
Figure 2: Rating of items in Question 2 shown from highest level of agreement (bottom of graph) to 
the lowest level of agreement (top of graph) 
 
Comments on the conceptual difficulty of items 
• I've seen it happen ...! 
• Essential to assess the financial literacy of each incoming director and tailor their 
introductory education - also to get them to ask questions without fearing that will attract 
criticism from existing directors. 
• These ratings are based on the assumption that "misunderstand or misuse" also means "fail 
to adequately understand". That is, the novice director has achieved conceptual 
understanding but still has things to learn about the detailed application of these concepts. 
• I just can't ascribe a general rating to these statements as I see vastly different behaviours 
and levels of understanding in directors.  
• Novice directors will possess certain skills just based on their real life experiences (e.g. 
managing their own personal budget/cash flow) - however the transition to a business 
environment will raise complexities that they have just experienced before. The more 
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Budget or forecasts vs actuals
Income statement
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straight forward concepts (E.g. budget vs actual) are less likely to be misunderstood, 
however the risk of misunderstanding increases with the complexity of the concept. 
Question 3: Decision-making framework 
 
Question 3: To what extent do you agree that each of the following questions provides a useful 
framework for novice directors to independently read, analyze and form an opinion about the 
financial reports and the financial health of the organisation?  
 
The questions rated were: 
• Are we making money from our operations? 
• Are we receiving enough cash from our operations to pay our short and long-term 
commitments? 
• Are we able to meet our long-term commitments to external parties?  
• Are we able to meet our short-term commitments? 
• Are we operating efficiently?  
• Are we managing our financial risks?  
• Are we protecting and improving our assets?  
• Are we operating as planned or forecast?  
• Are we spending and receiving money in a way that supports our mission, goals and 
values? 
• Are our financial plans and forecasts reasonable and appropriate for our organization?  
• Is the financial state of the organization reasonably reflected in the financial reports?  
• Have I fulfilled my duties of due care and diligence as they relate to financial governance?  
• Do I personally feel comfortable with approving the financial reports? 
The order in which items were presented was randomised. Responses to this question are shown in 
Figure 3 and followed by additional comments and suggestions made by individual members of the 
panel of experts. 
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Figure 3: Rating of items in Question 3 shown from highest level of agreement (bottom of graph) to 
the lowest level of agreement (top of graph) 
 
Additional comments on specific questions 
• Are we protecting and improving our assets? 
o How are we.....[protecting and improving our assets?]. 
o As above [dangerous as a 'yes/no' question]. 
• Are we spending and receiving money in a way that supports our mission, goals and values? 
o This should be restated to read "that supports our strategic / business plan"; and 
o The existing question be a separate question as they are two very different questions. 
• Are we operating efficiently? 
o Efficiently or effectively? 
o I think that this question is too general and needs to be better defined 
o Too broad. 
o Economic efficiency is not easy assessed in not-for-profit organisations. 
o Same again.  Yes or no questions are dangerous for directors, let alone novice directors.  
Should always be open ended questions - 'Explain to me how you think we are achieving 
efficiency in our operations?' 
• Have I fulfilled my duties of due care and diligence as they relate to financial governance? 
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o Unless directors understand what those duties are, then this question is meaningless. 
• Are we able to meet our long-term commitments to external parties 
o As long as accompanied by the question...'explain to me why you say that'. 
• Are we able to meet our short-term commitments? 
o As above [dangerous as a 'yes/no' question]. 
• Are we making money from our operations? 
o How else will they know how to allocate funds to specific activities or programs? 
o And how?/where? 
o Could be a dangerous question on its own.  So many other factors go into the answer to 
that question and whether it is acceptable. 
• Are we managing our financial risks? 
o Do we have a risk profile of our organisation i.e. the likelihood of a loss of income from 
government contracts - what would that mean for the entity?  Do we have adequate 
reserves to cover a shortfall if so for how long? 
o Requires an awareness of financial risks and an ability to critique an answer which may 
be full of accounting jargon. 
o As above - this on in particular is dangerous as a 'yes/no' question. 
• Are our financial plans and forecasts reasonable and appropriate for our organization? 
o Requires the person asking the question to be able to understand the answer and a 
novice director may not have the skill to critique or challenge a response on this. 
Additional questions and comments 
The panel was provided an opportunity to add or modify the questions evaluated in question 3. The 
suggestions submitted by the panel are provided below. 
• Do we look at qualitative issues as well as quantitative?   
• When to request a business case for key initiatives, taking on long term debt and 
acquisition/sale of capital assets.   
• What risks may impact on our financials?   
• Are we dependent on a sufficiently wide range of revenue?  
• Do we have an appropriate set of internal financial controls?  
• How does the performance of the organisation compare with industry benchmarks? 
• Do I understand the key drivers for profitability and hence cash flow generation?  
General comments on decision-making framework 
• Vision and mission, goals and values are different aspects/ instruments to strategic or 
business / operational plans. You can measure against strategic plans etc. both 
quantitatively and qualitatively. Vision and mission statements perform a separate function. 
Strategy is set by the Board. Values relate to culture and the company's DNA, how it 
functions, relates etc. - how is does what is does. Goals are articulated in the strategy. 
• The more directors can understand the underlying drivers of performance the better.  Too 
often directors do not understand the business model. 
Statistical analysis of Round 3 rated responses (Questions 1 to 3) 
 
A statistical analysis of the items rated in Round 3 was conducted to further explore the extent of 
agreement or consensus within the panel.  
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Question 1: Concepts directors must know 
 
Question 1: To what extent do you agree that each individual director must have at least a 
conceptual understanding of the following items? [See items listed in Table 1) 
 
The response categories for question 1 were converted to numerical data using the following scoring 
system: 
• ‘Strongly agree’ = 6 
• ‘Agree’ = 5; 
• ‘Somewhat agree’ = 4 
• ‘Neither agree or disagree’  3 
• ‘Somewhat disagree’ = 2 
• ‘Disagree’ = 1; 
• ‘Strongly disagree’ = 0; and 
• Missing values were excluded from the analysis. 
Drawing on the experience of previous Delphi studies used to develop conceptual frameworks in 
other fields (Goldman et al., 2010; Gray et al., 2005; Hanafin, 2004; Jarrett et al., 2011; Skulmoski et 
al., 2007; Streveler et al., 2011) statistical cut-offs were applied to identify the extent of panel 
agreement over the ‘must know’ concepts for director financial literacy (Table 1) These statistical 
cut-offs for agreement were a: 
• Median greater than (≥) 4 to identify the midpoint in the data set and, together with the 
standard deviation, variance and range, the extent of clustering of ratings around the 
centre;  
• Mean greater than (≥) 4 as a measure of central tendency; and 
• Mode equal (≥) to 4 to confirm the most frequent rating for each item.  
Item Median Mean Mode N Missing 
values 
1. Three key components of the balance sheet - assets, 
liabilities and equity 
6 5.58 6 33 0 
2. Solvency 5.5 5.73 6 33 0 
3. Three key components of the income statement - 
income, expenses and profit/loss 
5.5 5.55 6 33 0 
4. Financial position 5.5 5.52 6 33 0 
5. Profit vs cash at the bank 5.5 5.45 6 33 0 
6. Balance sheet 5.5 5.39 6 33 0 
7. Statement of cash flows 5.5 5.3 6 33 0 
8. Capacity to service debt 5 5.58 6 33 0 
9. Audit opinion 5 5.3 6 33 0 
10. Budget or forecasts vs actuals 5 5.41 6 32 1 
11. Liquidity 5 5.41 6 32 1 
12. Purpose of each financial statement and the 
relationships between them 
5 5.21 6 33 0 
13. Income statement 5 5.25 5 32 1 
14. Directors declaration 4.5 5.36 6 33 0 
15. Three key components of the statement of cash flows - 
operating, financing and investing activities 
4.5 5.09 6 33 0 
16. Reserves 4 4.75 5 32 1 
17. Going concern assumption 3.5 5.39 6 33 0 
18. The meaning and implications of different measures of 
profit e.g. EBIT, EBITDA, NPAT or NOPAT. 
2 4.45 5 33 0 
Table 1: Question 1 Descriptive statistics and cut-offs 
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The statistical analysis reveals there is agreement within the panel for items numbered 1 to 16 in 
Table 1:  Results for items 17 and 18, however, are mixed and do not meet all three cut-off criteria. A 
graphical representation of the statistical results and cut-off is provided in Figure 4. 
 
 
Figure 4: Question 1 descriptive statistics and cut-offs 
 
Question 2: Misunderstood or misused concepts 
 
Question 2: How likely are novice directors without a background in accounting or finance to 
initially misunderstand or misuse the following concepts when doing board work?   [See items 
listed in Table 2] 
 
The response categories in the questionnaire were converted to numerical data using the following 
scoring system: 
• ‘Very likely = 6; 
• ‘Likely’ = 5; 
• ‘Somewhat likely’ = 4; 
• ‘Neutral’ =  3; 
• ‘Somewhat unlikely’; = 2; 
• ‘Unlikely’ = 1; 
• ‘Very unlikely’ = 0; and 
• Missing values were excluded from the analysis. 
Drawing on the experience of previous Delphi studies used to develop conceptual frameworks in 
other fields (Goldman et al., 2010; Gray et al., 2005; Hanafin, 2004; Jarrett et al., 2011; Skulmoski et 
al., 2007; Streveler et al., 2011) statistical cut-offs were applied to identify the extent of panel 
agreement over the concepts that are more likely to be conceptually difficult for individual directors 
to initially grasp Table 2 These statistical cut-offs for agreement were a: 
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• Median greater than (≥) 4 to identify the midpoint in the data set and, together with the 
standard deviation, variance and range, the extent of clustering of ratings around the 
centre;  
• Mean greater than (≥) 4 as a measure of central tendency; and 
• Mode equal to (≥) 4 to confirm the most frequent rating for each item.   
Item Median Mean Mode N Missing 
values 
1. The meaning and implications of different measures of 
profit e.g. EBIT, EBITDA, NPAT or NOPAT 5 4.5 5 32 1 
2. Purpose of each financial statement and the 
relationships between them 5 4.47 5 32 1 
3. Going concern assumption 5 4.34 5 32 1 
4. Three key components of the statement of cash flows - 
operating, financing and investing activities 5 4.34 5 32 1 
5. Liquidity 5 4.25 5 32 1 
6. Profit vs cash at the bank 5 4.09 5 32 1 
7. Capacity to service debt 4.5 4.25 5 32 1 
8. Statement of cash flows 4.5 4.16 5 32 1 
9. Reserves 4.5 4.16 5 32 1 
10. Financial position 4.5 4.09 5 32 1 
11. Solvency 4 4.03 5 32 1 
12. Audit opinion 4 4 5 32 1 
13. Directors declaration 4 3.94 5 32 1 
14. Balance sheet 4 3.94 5 32 1 
15. Three key components of the balance sheet - assets, 
liabilities and equity 4 3.88 4 32 1 
16. Income statement 4 3.47 4 32 1 
17. Three key components of the income statement - 
income, expenses and profit/loss 4 3.34 5 32 1 
18. Budget or forecasts vs actuals 3 3.16 5 31 2 
Table 2: Question 2 Descriptive statistics and cut-offs 
 
The statistical analysis reveals there is agreement within the panel that items numbered 1 to 12 in 
Table 2 are more likely to be misunderstood or misused by novice directors. Results for items 13 to 
18, however, are mixed and do not meet all three cut-off criteria. A graphical representation of the 
statistical results and cut-off is provided in figure 5. 
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Figure 5: Question 2 descriptive statistics and cut-offs 
 
Question 3: Decision-making framework 
 
Question 3: To what extent do you agree that each of the following questions provides a useful 
framework for novice directors to independently read, analyze and form an opinion about the 
financial reports and the financial health of the organisation? [See items listed in  
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Table 6-12] 
 
The response categories in the questionnaire were converted to numerical data using the following 
scoring system: 
• ‘Strongly agree’ = 6; 
• ‘Agree’ = 5; 
• ‘Somewhat agree’ = 4; 
• ‘Neither agree or disagree’ =  3; 
• ‘Somewhat disagree’; = 2; 
• ‘Disagree’ = 1; 
• ‘Strongly disagree’ = 0; and 
• Missing values were excluded from the analysis. 
Drawing on the experience of previous Delphi studies used to develop conceptual frameworks in 
other fields (Goldman et al., 2010; Gray et al., 2005; Hanafin, 2004; Jarrett et al., 2011; Skulmoski et 
al., 2007; Streveler et al., 2011) statistical cut-offs were applied to identify the extent of panel 
agreement over the ‘must know’ concepts for director financial literacy (Table 3). These statistical 
cut-offs for agreement were a: 
• Median greater than (≥) 4 to identify the midpoint in the data set and, together with the 
standard deviation, variance and range, the extent of clustering of ratings around the 
centre;  
• Mean greater than (≥) 4 as a measure of central tendency; and 
• Mode equal to (≥) 4 to confirm the most frequent rating for each item.  
Question Median Mean Mode N Missing 
values 
13. Do I personally feel comfortable with approving the 
financial reports? 6 5.52 6 33  
9. Are we receiving enough cash from our operations to pay 
our short and long-term commitments? 6 5.27 6 33  
6. Are we able to meet our long-term commitments to 
external parties? 5 5.21 6 33  
7. Are we able to meet our short-term commitments? 5 5.21 5 33  
11. Are we operating as planned or forecast? 5 5.19 6 32 1 
5. Have I fulfilled my duties of due care and diligence as they 
relate to financial governance? 5 5.09 6 33  
8. Are we making money from our operations? 5 5.03 6 33  
4. Is the financial state of the organization reasonably 
reflected in the financial reports? 5 5.03 5 33  
2. Are we spending and receiving money in a way that 
supports our mission, goals and values? 5 4.7 5 33  
12. Are our financial plans and forecasts reasonable and 
appropriate for our organization? 5 4.55 5 33  
10. Are we managing our financial risks? 5 4.44 5 32 1 
1. Are we protecting and improving our assets? 4 4.25 4 32 1 
3. Are we operating efficiently? 4 4.03 4 33  
Table 3 Question 3: Descriptive statistics and cut-offs 
 
The statistical analysis reveals there is agreement within the panel for all questions including in the 
decision-making framework for individual directors reviewing financial statements Table 3. A 
graphical representation of the statistical results and cut-off is provided in Figure 6. 
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Figure 6: Question 3 descriptive statistics and cut-offs 
 
Part 2: Questions 4 – 8: Profile of experts 
 
Question 4: Did you participate in either the first or second round of this Delphi Study? 
Two experts indicated they had not participated in either Round 1 or Round 2 of the study.   
 
Question 5: Which of the following groups describes your expertise?      
Please select all options that apply to you.        
• A practising accounting professional has formal post-graduate qualifications in accounting 
and experience as a practitioner or advisor in accounting, auditing or finance.  
• A practising board director has served on at least three boards within the past 10 years.   
• An educator has experience in developing, delivering, assessing, evaluating or reviewing 
formal and informal accounting or director education. Includes consultants, advisors and 
trainers in director and board education. 
Question 6: Which one of the following groups most accurately describes your expertise?      
Only one option may be selected from this list.        
• A practising accounting professional has formal post-graduate qualifications in accounting 
and experience as a practitioner or advisor in accounting, auditing or finance.  
• A practising board director has served on at least three boards within the past 10 years.   
• An educator has experience in developing, delivering, assessing, evaluating or reviewing 
formal and informal accounting or director education. Includes consultants, advisors and 
trainers in director and board education. 
Responses to these questions are presented in Figure 7. 
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Figure 7: Professional profile of panel of experts 
 
Question 7: In which sectors have you worked as either as an accounting professional, a board 
director or an educator?   
• Forprofit 
• Nonprofit 
• Government 
Please select all options that apply to you. 
 
Question 8: In which sector have you worked the most as either an accounting professional, a 
board director or an educator?     You may select only one response. 
 
Responses to these questions are presented in Figure 8. 
 
  
Figure 8: Sector experience of panel of experts 
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Question 9: If you have any additional comments relating to the minimum level of conceptual 
understanding required for director financial literacy, then please enter them in the text box 
below? 
 
Nine (9) participants provided additional comments on director financial literacy. These comments 
are presented in Table 4 below. These comments along with other comments provided within 
specific questions provide useful insight into the ratings selected by individuals and will considered 
further in subsequent phases of this research project. 
 
Comments on director financial literacy 
 
• A minimum understanding of financial literacy is NB and mandatory for a Director whether 
public or private sector, as also in the main Corporations Law and its parallels are the basic 
legislative responsibilities for Directors in how they discharge their fiduciary duties. You cannot 
discharge your duties as to solvency etc. without knowing what you are reading / analysing / 
interrogating. 
• Here is where the CICA is going with governance of NPOs specifically www.cica.ca/focus-on-
practice-areas/governance-strategy-and-risk/not-for-profit-director-series/npo-
briefings/item79468.pdf 
• My reaction, after reading the results of round 2, was that your study participants were sending 
you down a blind alley, i.e., that they would lead you to set an inappropriate standard for 
financial literacy (one that simultaneously sets the bar too high and too low). I was considerably 
relieved when I saw the questions in round 3, as it is clear that you have your own ideas on the 
subject. If I were you, as you proceed with your research work, I would consider devising a scaled 
financial literacy test, one that rates a candidate’s literacy from basic to high, with points in 
between. 
• Need an understanding of taxation obligations such as compliance with BAS, FBT and the like as 
well as DGRs and PBIs if they are applicable. Also the correlation of financial risk assessment and 
mitigation. 
• Provide overview by Finance Committee and Audit and Risk Committee External Facilitator to 
ensure necessary understanding. 
• Solvency (at least for the period following the issue of the financial report) 
• This has been very thorough. 
• While I understand the evolution of expectations for board directors through court decisions and 
Regulator responses, I am also conscious of the need and value for a board to have an 
appropriate mix of skills and experience to contribute to the governance, growth and 
development of the organisation. I trust that future boards will not become overweight with 
financial expertise at the expense of creativity and imagination. 
• Wouldn't it be interesting to see if were possible to develop a model for rating or measuring 
financial literacy (i.e. an exam/level of skill requirement) to even be able to qualify as a director.  
The issue with this is that many may be frightened away from the role-is that a bad thing? 
Table 4: Additional comments on director financial literacy 
 
Question 10: If you have any additional comments relating to the Delphi study, including this 
questionnaire, then please enter them in the text box below? 
Four (6) experts provided additional comments on the Delphi study. These comments along with 
responses from the QUT project team are presented in Table 5. 
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Comments on the Delphi study 
 
• I find the choices a little over simplistic as I believe a "new" director has a duty to ask dumb 
questions 
• I'm looking forward to the final results! 
• Fascinating study. Thanks for the invitation to participate. 
• Look forward to seeing the final report from this study. Glad I could contribute. Very important 
topic to research. 
• An interesting process. 
• Really interested in seeing the results! 
Table 5: Additional comments on the Delphi study 
What’s next? 
Thank you for your ongoing interest in this research and its practical application.  
This Delphi study is part of a Research Masters. The aim is to develop the conceptual framework for 
director financial literacy. This research will be continued as part of a PhD from 2015. The PhD will 
involve designing a test that will draw on the concept inventory approach successfully used for over 
20 years in science and information technology fields.  
The test will be developed and applied to assess director financial literacy within a yet to be defined 
sample.  A copy of both theses will be made available to all participants along with any publications 
arising from this research project. It is anticipated that the test developed from this research may be 
used as a pre and post training assessment to measure learning effects and help with the design and 
delivery of director education. The test also has potential use as a recruitment screening tool and 
means for assessing board capability. 
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Appendix O: Round Three between group analysis results 
Question 1: To what extent do you agree that each individual director must have at least a 
conceptual understanding of the following items? [listed below] 
 
By expertise 
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By sector 
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Question 2 (Q2): How likely are novice directors without a background in accounting or finance to 
initially misunderstand or misuse the following concepts when doing board work? [listed below] 
 
By expertise 
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By sector 
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Q3: To what extent do you agree that each of the following questions provides a useful framework 
for novice directors to independently read, analyse and form an opinion about the financial reports 
and the financial health of the organisation? 
 
By expertise 
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By sector 
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Appendix P: Comparison of conceptual frameworks for financial literacy  
# Concept/Item 
Statutes 
Regulatory 
guidance Scholarly literature 
Practitioner 
Delphi study 
Count 
Corporations 
Act 
ACNC: 
Charities 
only 
ASX (2010) Giacomino, 
Akers, et 
al., 2009 
Giacomino, 
Akers, et 
al., 2009 
Financial 
Reporting 
Quiz (ASIC) 
Deloitte 2013 FRC, 2012 
Survey Round 
1 
Round 
2 
Round 
3 
Literate Expert   
1 Audit Opinion/Reports 1 1 - 2 2 1 - 1 1 1 1 9 
2 Cash flow statement 1 1 - 1 2 - -  1 1 1 7 
3 
MD&A (Purpose & 
Content) or equivalent 1 - - 2 2 - 1 
 1 1 1 7 
4 Balance sheet 1 1 - - - - 1  1 1 1 6 
5 
Basic concepts 
(revenue, cost, 
etc)/line items* 
  - - 2 2 - - 
1 
1 1 1 
6 
6 Budget vs actuals 1 1 1 - - 1 -  1 1 1 7 
7 Solvency 1 1 - - - 1 -  1 1 1 6 
8 Directors declaration 1 1 - - - - -  1 1 1 5 
9 
Footnote 
disclosures/Notes 1 - - 1 2 - 
- 1 1 1 1 7 
10 Income statement 1 1 - - - - -  1 1 1 5 
11 
Accounting policies, 
errors and estimates - - - - - 1 
- 1 1 - - 3 
12 Assets - - - - - - 1 - 1 1 1 4 
13 Consolidations 1 - - 1 2 - 1 1 1 - - 6 
14 Earnings per share - - - 1 2 - 1  1 - - 4 
15 Equity - - - - - - 1 - 1 1 1 4 
16 Gross margin - - - 2 2 - 1  1 - - 4 
17 Impairment of assets - - - 1 2 - 1 1 1 - - 5 
18 Income manipulation - - - 1 2 - 1  1 - - 4 
19 Liabilities - - - - - - 1 - 1 1 1 4 
20 
Purpose of each 
financial statement 
and the relationships 
- - - - - - - 1 1 1 1 
4 
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# Concept/Item 
Statutes 
Regulatory 
guidance Scholarly literature 
Practitioner 
Delphi study 
Count 
Corporations 
Act 
ACNC: 
Charities 
only 
ASX (2010) Giacomino, 
Akers, et 
al., 2009 
Giacomino, 
Akers, et 
al., 2009 
Financial 
Reporting 
Quiz (ASIC) 
Deloitte 2013 FRC, 2012 
Survey Round 
1 
Round 
2 
Round 
3 
Literate Expert   
between them 
21 Revenue recognition - - - 1 2 - 1  1 - - 4 
22 
SEC/ASIC/ASX/ACNC 
Reporting 
requirements 
- - - 1 2 - 
1 
- 1 - - 
4 
23 Segment reporting - - - 1 2 - 1 1 - - - 4 
24 Shareholder equity - - - 1 2 - 1  1 - - 4 
25 Accounting changes - - - 1 2 - - - 1 - - 3 
26 Bad debt expenses - - - 1 2 - - - 1 - - 3 
27 
Capacity to service 
debt - - - - - - - - 1 1 1 3 
28 Cash vs accrual - - - 1 2 - - - 1 - - 3 
29 Contingencies - - - 1 2 - - - 1 - - 3 
30 Current assets - - - 2 2 - - - 1 - - 3 
31 Current v non-current - - - - - 1 - - 1 - - 2 
32 Deferred taxes - - - 1 2 - - - 1 - - 3 
33 Disclosure rules - - - - - - 1 1 1 - - 3 
34 
Discontinued 
operations - - - 1 2 - 
- - 1 - - 3 
35 
Exatraordinary 
gains/losses - - - 1 2 - 
- - 1 - - 3 
36 Fair value - - - - - 1 - 1 1 - - 3 
37 Financial position - - - - - - - - 1 1 1 3 
38 Financing activities - - - - - - - - 1 1 1 3 
39 
Fixed assets/non-
current assets - - - 1 2 - 
- - 1 - - 3 
40 
Going concern 
assumption - - - - - - - - 1 1 1 3 
41 Impairment - - - - - 1 - 1 1 - - 3 
42 Income - - - - - - - - 1 1 1 3 
43 
Income from 
continuing operations - - - 1 2 - 
- - 1 - - 3 
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# Concept/Item 
Statutes 
Regulatory 
guidance Scholarly literature 
Practitioner 
Delphi study 
Count 
Corporations 
Act 
ACNC: 
Charities 
only 
ASX (2010) Giacomino, 
Akers, et 
al., 2009 
Giacomino, 
Akers, et 
al., 2009 
Financial 
Reporting 
Quiz (ASIC) 
Deloitte 2013 FRC, 2012 
Survey Round 
1 
Round 
2 
Round 
3 
Literate Expert   
44 Internal controls - - - 1 2 - - - 1 - - 3 
45 Investing activities - - - - - - - - 1 1 1 3 
46 Leases - - - 1 2 - - - 1 - - 3 
47 Liquidity - - - - - - - - 1 1 1 3 
48 Long-term liabilities - - - 1 2 - - - 1 - - 3 
49 Metrics (ratios) - - - - - 1 1 - 1 - - 3 
50 
Off-balance sheet 
financing - - - 1 2 - 
- - 1 - - 3 
51 Operating activities - - - - - - - - 1 1 1 3 
52 
Pensions/superannuati
on - - - 1 2 - 
- - 1 - - 3 
53 Principles vs rules - - - 1 2 - - - 1 - - 3 
54 
Profit vs cash at the 
bank - - - - - - - - 1 1 1 3 
55 
Profit/loss 
(bottomline) - - - - - - - - 1 1 1 3 
56 
Purchase 
commitments - - - 1 2 - 
- - 1 - - 3 
57 
Reasonableness of  
financial statement - - - - - 1 
- - 1 - - 2 
58 Reserves - - - 1 2 - - - 1 1 1 5 
59 Restructuring - - - 1 2 - - - 1 - - 3 
60 Revenue - - - - - - - - 1 1 1 3 
61 
Special purpose 
entities - - - 1 2 - 
- - 1 - - 3 
62 Stock options - - - 1 2 - - - 1 - - 3 
63 
The meaning and 
implications of 
different measures of 
profit 
- - - - - - - 
- 
1 1 1 
3 
64 US GAAP sources - - - 1 2 - - - 1 - - 3 
65 True and fair view 1 - - - - - - -- 1 - - 2 
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# Concept/Item 
Statutes 
Regulatory 
guidance Scholarly literature 
Practitioner 
Delphi study 
Count 
Corporations 
Act 
ACNC: 
Charities 
only 
ASX (2010) Giacomino, 
Akers, et 
al., 2009 
Giacomino, 
Akers, et 
al., 2009 
Financial 
Reporting 
Quiz (ASIC) 
Deloitte 2013 FRC, 2012 
Survey Round 
1 
Round 
2 
Round 
3 
Literate Expert   
66 
Accounting Standards 
generally 
- - - - - - - 1 1 - - 2 
67 Adjustments - - - - - - 1 - 1 - - 2 
68 
Analysis of financial 
statements 
- - - - - - - 1 1 - - 2 
69 
Applicable accounting 
standards and issues 
- - - - - - - 1 1 - - 2 
70 Balance sheet items* - - - - - - 1* - 1 - - 1 
71 Business combinations - - - - - - - 1 1 - - 2 
72 
Contingent assets & 
liabilities - - - - - - - 
1 1 - - 2 
73 
Depreciation and 
amortisation - - - - - - - 
1 1 - - 2 
74 Financial instruments - - - - - 1 - - 1 - - 2 
75 Intangible assets - - - - - - - 1 1 - - 2 
76 Internal control - - - - - - 1 - 1 - - 2 
77 Inventories - - - - - - - 1 1 - - 2 
78 Materiality - - - - - - 1 1 1 - - 3 
79 
Meaning of true and 
fair - - - - - - 
- 1 1 - - 2 
80 Non-cash items - - - - - - 1 - 1 - - 2 
81 
Non-US GAAP earnings 
per share 
- - - 1 2 - - - - - - 2 
82 Provisions - - - - - - - 1 1 - - 2 
83 Quick ratio (acid test) - - - - - - 1 - 1 - - 2 
84 
Scope and limitations 
of the auditing process - - - - - - 
- 1 1 - - 2 
85 Taxation - - - - - - - 1 1 - - 2 
86 
Changes in foreign 
exchange rates - - - - - - 
- 1 - - - 1 
87 Cookie jar reserve - - - - - - 1 - - - - 1 
  Total No. of concepts/items 10 7  39 39  10 29 83 26 26  
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X = unspecified level of knowledge required, 1 = basic knowledge, 2 = advanced knowledge and * specific concepts included in this item are also covered under other 
entries e.g. ‘Assets’ is also encompassed within ‘Balance sheet’. 
